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FOREWORD 



Traiiltionally vocational education has been geared primarily 
to preparing students for employment^ — ^to praparing employees. 
Yet there is another career path available; students can learn 
how to set up and manage their own buslnesBes* They can become 
entrepreneurs* 

Vocational education , by its very nature ^ is well suited to 
develcping entrepreneurs. It is important that entrepreneurshlp 
education be developed and incorporated as a distinct but integral 
part of all vocational education program areas. A Program for 
Acquiring Competence in Entrepreneurship (PACE) represents a way 
to initiate further action in this direction. 

The strength behind these instructional units Is the interest 
and involvement of vocational educators and successful entrepreneurs 
in the state of Ohio and across the nation. Special recognition Is 
extended to the project staffi Lorraine T, Furtado, Project Director 
and Lpe Kopp * Program Associate* Appreciation im also expressed to 
the many jwho reviewed and revised the drafts of the units^ Ferman 
Mao4y-v Hannali Eisner, and Sandra Gurvis. We owe a special thanks to 
those consultants who contributed to the content of this publication: 
Carol Lee Bodeenj Louis G. Gross, Douglass Gulkema, Peter G, Haines, 
Philip Manthey, Charles S. McDowell, Mary E. McKnight, Steven R. 
Miller, Barbara S. Riley, Barbara A* Rupp, Ruth Ann Snyder, Robert L, 
Buttle^ Florence M. Wellman and Roy H» Young. 

Robert E, Taylor 

Executive Director 

The National Center for 

Research in Vocational Education 
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HOW TO USE PACE 



A Program fur Acquiring Competence in Entrepreneurship 
(PACE) is a curriculum responsive to the need for instruction 
in entrepreneurship. It is primarily for postsecond^ y level, 
including four year colleges and adult education, but it can 
also be adapted for special groups. PACE is divided into three 
parts (1) Getting Ready to Become an Entrepreheur , (2) Becoming 
an Entrepreneur (establishing a business), and (3) Being an 
Entrepreneur (operating a business) * 

Each of the Lhree parts has a net of instructional units which 
relate to that topic* Within these units ^ the material is organised 
into three levels of learnings Exposure, Exploration, and prepara-- 
tion/Adaptation* These levels of learning progress from simple to 
complex concepts* 

The levels of learning will enable you to use the PACE materials 
to suit your individual needs* You may find it best to work with 
the exposure level of one unit and the exploration level of another. 
Or, you may choose to pursue one level throughout the entire saries* 
You might also want to work through two or more levels in one unit 
before going on to the next unit* 

Before beginning a unit, discuss with your instructor what level 
or levels of learning in that unit are moat appropriate to your goals 
and abilities. Read the unit overview and look through the pre/post^ 
assessments for the three levels to help you in your choice* Also 
check the list of definitions you might need to look up or research 
for that level* 

When you are ready to start, turn to the level you have chosen, 
tako the prcassessment and identify those items which you feel need 
Hpucial attention in the unit* Also look at the learning objectives; 
they will tell you what you should be able to do by the time you 
tnish that level of learnlnr^^ 

As you read, you will notice questions in the margins alongside 
the substantive content portion of each level. Use these questions 
to guid'j your reading. 

At the end of each level of learning are activities which help 
you become Involved with the content presented in the unit* Ynu and 
your instructor can decide ni\ hnw many activi ties you should do; you 
may want to do Hi vural or y< .i wu.ny need to do all. 
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Then, evaluate yourself. Is there any material that you need 
to review before you take the postaasessment? The difference In your 
anHwurs on the pru/poscassessments should show you how much you have 
grown in your knowledgo of entrupreneurahlp . 

When you and your instructor feel chat you have successfully 
completed that level, you are ready to begin another level of learning, 
either in the same unit or in another. 



vlii 



8 



OVERVIEW OF THE UNIT 



The intent of this unit is to introduce you to the marketing 
function by acquainting you with the typical marketing problems 
of the small manufacturing business ^ service firm, wholesaling 
enterprise and_retalling business^ and to offer suggestions that 
will assist you in making the right raarketing decisions. In all 
types of busines=ses, marketing management means making decisions 
about products s distributions promotion^ prices, and sales. 

The marketing functions included in this unit are i) market 
research^ 2) product planningj 3) pricingj 4) selling on credit, 
5) purchasing, 6) stockkeeping and inventory control, 7) channels 
of distribLitlon, and 8) advertising and sales promotion. 

Marketing management is so important that you will undoubtedly 
want to study the field In greater depth as your business becomes 
a reality, Xhis unit will give you the basic foundatiGn you need 
to pursue further informations and it will direct you to some 
helpful sources for continued study* 
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DEFJNITIONS TO KNOW BEFORE YOU BEGIN 



As yoi read through a level, 
Listed below are several business 
these before you begin might help 



you might find some unfamiliar words* 
terms used in each level* Knowing 
you to better understand that level. 



E}ffOSURE 



marketing 
promotion 
diversification 
consumer credit 
inventory control 



marketing 
consumer oarkets 
target market 
discretionary income 
supply and demand 
trade discount 
cash discount ; 
consumer cridit 



EXPLORATION 

broker 
premiums 



buyer' J market 
Sillier 's market 
middleperson 
business credit 
trade credit 



business credit 
quantity discount 



pioneer advertising cumulative quantity 

discount 

middleperson 
nonprice competition 
industrial markets 
producer markets 



competitive advertisir/j 
conmiission 

defensive af^vertising 
channels of distribution 
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PREPAMTIQN/ADAFTATIQN 



marketing 
target market 
sampling 

market segmentation 
saturation 
gross margin 
markup 

consumer credit 
revolving credit 
inventory control 



channels of distribucion 
retail price 
middleperson 
perpetual inventory 
seller's market 
buyer's market 
trade credit 
short/long-term credit 
physical inventory 
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PATH OF STUDY 



PART I~ GETTING READY TO BECOME AN ENTREPRENEUR 
Unit I A 
Unit I B 
Unit I C 

PART II— BECOMING AN ENTREPRENEUR 
Unit II A 
Unit II B 
Unit II C 



Unit II D 



Unit II E 



Unit II F 



Unit II G 



PART III-- BEING AN ENTREPRENEUR 



Unit III A 



Unit III B 




Unit III C 



Unit III E 



Unit III F 



Unit III G 



Unit III H 
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EXPOSURE s ^ PART II L UNIT D 

flARKETINS MANAGEMENT 

'PREASSESSMENT 

Here are some ques^ons that test for knowledge of the 
contents of this, level. If you ar'e very familiar with the infor^ 
mation needed to answer them, perhaps you should go to another 
level or unit ~ check with your instructor. Otherwise j jot down 
your answers.' After you've read through this level j take the 
pQStassesspent at the end of the -'EKposure Activities" section 
and measure what you've learned. 

It What is marketing and what is its importance? 
2t What are three marketing functions? 

3* "Marketing is a_comp_leK,__function-because 1 ' 
so many activities and affects every .part of a firm-s 
operation." Do. you agree or disagree with this state- 
ment?^ How important do you think the marketing function 

I- will be in your firm? 

4. Define the term "business image**. "The flrm^s image is 
vital for its success." Do you agree or disagree witH 
this statement? VHiy? . \^at type of image will you attempt 
to establish for your company? 
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TEACHING/LEARNING OBJECTIVES 

Upon completion of this level of instruction, you should be' 
able to I. 

1, Define marketing and discuss ite significance to small 
business . . 

2, Identify three marketing functions and discusTi their 
importance to small business, 

3, Describe theoe marketing functions from the viei^Qint 
of small business I , * 

a) Market research 

b) Product planning 
-cj Pricing 

d) . Credit 

e) Purchasing 

f ) Inventory control 

g) Distribution 

h) Sales* promo tidn * 

^ 4. Defina the term ''Itorketing Mix.** 

5^. Discuss' what Is meant by product line diversification* 
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* s 

SUBSTANTIVE INFORMATION 

MARKETING 

Marketing may mean different things to different people* 
Webiter's Dictionary defines .marketing as "the act or process 
of selling or purchasing in a market*" Marketing is not limited 
to a specific place where merchandise is sold, such as a wholesale 
or a retail firm. According to the Committee on Definitions of 
the American Marketing Society , marketing Includes -"the performance 
of business activities that direct the flow of goods and services 
from producer to consumer or user*" 

Marketing is as old as humankind* In its simplest forms it 
began ^hen one of our ancestors traded a product or service for 
another product or service* Whether a nation is rich or pooTj 
iechnologlcally advanced or developing, the basic needs of its 
people must be satisfied* Marketing, activities are important to • 
any economy's growth. In generals when a nation attempts to satisfy 

the needs of the peoples marketing activities are involved because 

■ ^ ^ ^ ^' ^ \/ 

the need for exchange exists, 

- ■ . ^ 

- / 
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tkrketing is complex and pervasive. Businesses make market- 
ing decisions by completing each step between raw materials and 
finished products. Consider the following example. 

This morning Jane was awakened by an alarm clock made in 
Japan, The Japanese manufacturar used technology from Switzerland 
to develop the clock works and had the plastic casing molded in 
the United Elates, Jane purchased the clock a year ago when a 
special rebate offer was available, 

Jane breakfasted on orange juice made from concentrate ^ 
milki and dry cereal* The concentrate was made with Florida 
oranges, ihipped by, rail to a central packaging plant, transferred 
to a wholesaler in Jane's area, then distributed by truck to the 
retailer from where Jane purchased it. The cereal was made from 
wheat grown in Kansas and Illinois, processed in Michigan, and then 
transported to the local retailing outlet where Jane purchased it. 
Television advertising had made Jane familiar with the brand of 
cereal and juice she bought. Jane's milk came from a farm ten 

miles away* ' ^ 

Overnight, Jane stored her orange juice and milk in a refrig-- 
era tor made mostly of iron. The iron ore was mined in Venezuela ^ 
smelted with coal and coke from Appalachia, and then shipped to 
the stamping plant of the manufacturer. The V^nuf acturer assembled 
the unit with motors from Ohio; paint from New York; light bulbe 
from Massachusetts; and aluminum, rubber, copper,, plastics, and 
other materials from sources around the world. Because the refrig- 

■ 4 • ■ 
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mAT IS THE ^ 
"MARKETING 
MIX?" 



arator's manufacturer made attractive sales arrangements with 
Jane's local appliance store, the store's sales force was interested 
in selling Jane that brand of refrigerator when she came in to 
buy* A variety of marketing decisions, made in many different 
parts of the world, affected Jane *tf morning rautlne. 

Marketing Activities 
\ Two ietii of forces make marketing an ever-changing activity. 
One set Is the constantly changing societal and economic forces 
ov^ which marketing has no control. The second set of forces 

\ 

includes pricing, reaearchj and promotional activities* These 
can b^i Controlled by individuaJ L lrms but they require continual 
adjustments. 

413 firms per form marketing activities* They make marketing 
decisions rcigarding 1) the price of products/services ^ 2) promotion 
of products/services, and H) how to get products/services to 
inar(.i>u, The,^e decision factors ^compripe the ''marketing iftix*" 
Tb"* s^oai of markiatlng inGtiagement is to develop the "right" marketing 
nd:'^' tli^ cQii^Dinatior of marketing factors that will meet specific 
nfeeds ar 4 e^'ai^^ pro^ii::'^* Successful businesses have learned 
how to "n^lx'' gil tlisA uiw..;KF^.i<:i{T functions so they are compatible 
ar-il work toret/ t ^ pcu n.ci; t ::oflcs. Developing an effective 
markHr.lng mlK t^kes skill and practice. 

Marketing .activity Includes performing various functions. 
Tli#se functions include purchasing for the business ^ stock keeping 
and inventory control, pricing , research and planning, selecting . 
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cb:«mels of distribution, selling on credit, advertising, sales 

promotion, and product planning. As an entrepreneur, you need to 
become familiar with these marketing functions. 



\ MARKET RESEARCH 



-JWDE? 



Vr DOES MARKET Mark.t research I, gathering and evaluating Information about 

SEARCH buying and selling gooks and services. Market research activities 

are primarily involved with finding the facts In three areas: 
consumers, competition, and internal operations. Market research 
and planning is important to both large and small firms. 

Because of limited financial resources and expertise, some 
small business owners rely on their own intuition rather than 
market Research techniques^ in attempting to satisfy their 
customers. Better products and services are offered because the 
owner "thinks" the customer will like them. Any market research 
activity used should be a planned search for information. 

■ However, even tho ugh most small businesses do not have the 
■ capacity to conduct sophisticated market research studies on " 

consumer preferences and tastes, market research can be conducted 
' by small firms with a minimum of expenseand trouble. Getting to. 
know your customers wants and needs may be the key. Because 
people make up markets and their needs and wa^ts are subject to 
continuous change, marketing research needs to be done on various 
activities to determine if they are reflecting these "people" 
changes. For example, the small firm could display a suggestion 
, box or send questionnaires to all credit customers. Ii^ deciding 
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to produce a new product, the manufacturer courd interview the 
target market customers for reactions to the proposed product. 
Testing consuiner acceptance by distributing free samples is 
another method of market research* Various consumer research 
studies conducted in your industry . and reported in trade and 
marketing Journals can provide valuable Information. Obtaining 
data on what the competition Is doing in the market"- 
place' provides a good opportunity to impiement changes by using 
marketing research* 

Zn sum, market research is essential if firms are do adapt 
to change; learning how to buy and sell products and services 
more effectively should be the goal of all firms. All market 
research should result In information which is useful in making the 
right marketing decisions * 

^ ' PROD UCT PLANNING 

Products and services have life cycles i When first intro- 
ducedjthey are accepted by only a few people, then they may gain in 
popularity and sales may grow rapidly. ' For most productB and 
services, there is an eventual decline in sales. Because the 
business world is forever changing j the life cycle of products and 
services se^m to be decreasing^ Products and services don't ''live^' 
as long in the marketplace as they did in years past, 
\ .It products and services have life cycles^ then for any busi^ 
nass to survive and continue to be successful, entrepreneurs must 



Part III, Unit D 
Marketing Management 



review and closely examine the products and services the firm 
sells. It may be necessary to replace those products and services 
wuich are having declining sales with new and modified products. 
For example, Carl and Shirley Sontheimer are well aware of the 
need to develop and modify products to meet new customer needs. 

What Carl and Shirley Smthewmr found in Franae was a 
mstauram food pfoa&sBor made by Robot-Coupe, Franae g 
largost make of veatauvant kitahen equ-Lpment whiah ^s 
aontroiled by the big Frenah inaumnm-inmstment aompany 
La Patemelie. Sonthmimer took the pmaesBOr baok to 
Comeotiaut, tinkered wOM it for IBMonthe, moaa.fy%ng 
the biades md the Bmedding- md aliaing d%sks and 
inareasing its safety. 

Sontheimer '8 maahines are made in Franae to Ms speaifi- 
onions by Robot^Coupe, "It's a diff event ■maahvne , he 
-aiw of his pmsent pvoduot, "a better and more expmsvve. 
mwhine. It will do vhinge t}iai the maahine Robci^Uoupo 
m^Ue- to ■' ' I in Europe will not do. If vt had been _ 
unmrted by someone who was not a aompetent engineer, vt 
wmld probably not have gotten off the ground beaause the 
stoms would haue had too^muah trouble with it.' 

in i^e md/sontheimer's Cuisinart food proaessor omated • 
■ a whole new segment of the kitahen appUmoe industry, 

a seqment so promising and growing so explo8%vely that a 
' host of imitators rushed in with maahines of their own, most 

af them at lower prioesi Parberware ($89.99), Meviaan 

Eleatvio ($60), Wanng ($160), Hmilton Beaah (^SS.gbJ, 

and even Franae 's Moulinem ($89.95), 

The new' competition aould hardly fail to out 'into Cuisi-- 
narts' market^ some with good products, some with what 
Sontheimer diamissm as junk, but at the moment the demand 
is arowinq so rapidly and Sontheimer has been so busy 
merging the 'dmmid He hasn't had to worry about oompetUors. 
"Our sales keep oliming," he says. "Our marketing director 
nmjs our aompetitors have given the publio a basis for 

aomparison. " - . e 

(Forbes^ March 5, 1978,, p. 66) Reprinted by permission ot 
Forbes MaRazlne from March 6, 1978 Issue. 



8 



Part' III, Unit D 
Mar^ating Management 



Product Lines 

EOy IMPOETANT A firm's product line is the assortment of products or 

IS A FIRM'S services the business sells* All businesses — manufacturings 

PRODUCT LINE? retailing, service 5 and wholesaling — must continually make decisions 
regarding the products and services being sold. 

Any decision to add new and improved products/services to 
the line must be carefully considered and based on the hard data. 
This Includes data on availability of capital, appropriateness of 
facilities^ and existing and potential competition. Any changeB 
in a fir^ii's product line should also be made in aTs lcipation of 
increased profits and long-term growth of the firm* 

Expanding a product line is called diversification. Service 
stations are good examples of firms that have experimented with 
diversification. Some of their product line diversifications such 
^" ^ as car wash installations, auto repair shops, and trailer rental 

services are closely related to the service station business, 
" Others j however, are quite different In nature from the normal 
operation of service stations i self -^service laundries, grocery 
3; departments, restaurants, dry cleaning stations, car rental \ 

facilities, and tool rental service* 

PRICING 

\bE there factors When a price is established for a product or service, it usually 
WHICH INFLUENCE should include the cost of the goods or services you sell, plus the 
THE PRICES SET? overhead or administrative and selling expenses, plus the profit you 
want to nialce. In addition, other factors may affect prices. Among 
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these are the market (who buys the product or service) . actions of 
competitors, traditions in the trade, legislation, and existing 

economic conditicms. " 

Determininrj the best price involves consideration of more 
than a single factor | there is no one correct formula. Some small 
firms ara unaware of costs of doing business and hency do not 
eatablish prices that .will return a large enough profit. True 
costs must be determined so prices can be set on goods that will 
keep the firm in business. The best price for a product may never 
be achieved. The following statement Illustrates, the arguments . 
thflt pricing includes some elements of being an art rather than 
a science, " , 

The best priae fox* a product is not necessarily the 
price that will sell the most vnits, nor is it always 
the pHoe that wUl bring in the greatest numb^ of sales 
dollars. Rather, the best priae is one tkatmU mmurwm 
■ vrofits of the enterprise. The best selUng prvce ^m^ld 
be oriented to oost as well as amtomer. Costs temi to 
establish price oeiUngs. In generah prtces should be , 
high enough to attract customers and bmld salm voLume. 
From Small Business Management! Concents and TecMMuSa 
for Imp roving Decisions by Petrof, Carusone, and McDavid . 
Copyright (c) 1972, McGraw-Hill Company. Used with 
- permission of McGraw-Hill Book Company. 

Pricing is a complex function. In a few areas in our economy, 
prices are determined by forces over which the entrepreneur has no 
' control. For example, some Jstates set price floors on how little 
a seller may charge for certain products. This has been done 
largely to protect the small business owner from being run out of 
business by large firms. On the other hand, many farm prices are 
determined solely by factors, of supply and demand. 
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Setting prices for products and services is a very important 
decision for businesses. In most cases , youj the owier will need 
to establish pricing policies and make decisions .on the prices of , 
the goods and services your firm sells* Therefore, it is very 
Important that you fully understand the pricing function, 

. CREDIT 

The credit function is selling of goods and services subject 
to payment at a later times with goods being delivered an^ services 
being provided Irmediately, There 'are two main types of credit, 
Bualneas credit is made available by manufacturers and wholesalers 
to their cuatomera—industrial buyers. Consumer credit is extended 
by retailers and services firms to the ultimate corisumer, 

Ther;e are two types of business credit—credit available to 
industrial purchasers (trade credit) and credit available through 
banks or lending institutions. Trade credit is an important source 
of short-term financing, tonufacturers and >mlddlepersons offer 
their customers credit terms allowing them from as little as 10 
days to more than 120 days to pay for their purchases. Banks and 
other lending institutions are usually the most important source of 
long-term credit for small businesses. 

In some businesses, consumer credit— providing credit to cust- 
offl,ers"is essential to the success of the enterprise. For example^ 
high percentages of retail sales of high-priced durable goods such 
as automobiles, major appliances, and furniture are made on the 
, installment plan. Few consumers are. both willing and able to pay 
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cash for such items; installment credit has made It possible for 
many more consumers to purchase such merchandise. 

Credit in Itself is an Important marketini strategy which 
affects all other marketing strategies. Credit must be considered 
•when making any marketing decisions, whether it be product planning, 
pricing, or selecting channels of distribution. For example, 
sales expansion, increasing sales volume, and expanding sales markets 
often lead to making high risk r.redlt sales. The entrepreneur, 
anxious to seek new custcners, may find himself or herself burdened 
with delinquent accounts or too many accounts receivable, and may 
not know how to hanpe the situation. This is both a financial 
problem and a marketing dilemma. Entrepreneurs need to be knowledge- 
able about extended credit and making collections from customers. 



mAT DOES THE 
PURCHASING 
?UNCTION 
INCLUDE? 



PURCHAgINg 

Purchasing is the process of buying the right quantity of 
the. right quality of material, products and supplies, at the 
right price, at the right time, and from the right supplier. For 
the manufacturer, purchasing involves getting raw materials, parts, 
and -factory and office supplies.' For a wholesaler or retailer, 
purchasing refers to buying merchandise to be resold to customers. 

Lce_£iEms-^ure*tafle=foods and supplleQ necessary to conduct 
their businesses. Regardless of type of business, the 
entrepreneur must purchase all the necessary supplies, equipment, 
and inventory used by the business. 
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Manufacturers must use effective purchasing practices to 
produce the right quality of the finished product. Retailers and 
wholesalers must also be concerned about the quality o f the goods 
they purchase. It is said that goods well bought are half^sold. 

Purchasing the right quantity of materials and goods is 
very important for any business. Manufacturers need to prevent 
costly interruptions in the manufacturing process; retailars, 
^^wholesalers, and service firms need to have the goods on hand 
when their customers want them. 

All businesses need to purchase goods at the right price * 
Buying at the right price means that a business has the ability 
to compete on a cost basis. Taking purchase discounts, such as 
cash discounts s is part of getting goods at the right price. 

Getting goods at the right time means TninimiEing Joss of 
sales due to lack of goods for resale or for production purposes. 

Selecting the supplier from whom to buy is another importcMit 
purchasing function; Maintaining good supplier relations is very 
important. Unfortunately , the small buyer is often at the mercy 
of suppliers. Since small businesses do not normally purchase in 
large volume and have limited finances , they are not in the same 
bargaining poisition as the larger firm. 

Successful purchasing requires the entrepreneur to have the 
ability" to estimate consumer needs and desires weeks and even 
months in advance. The entrepreneur must make these purchases 
before selling or manufacturing of goods and services begins. 
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WHAT DOES 
INVENTORY 
CONTROL 
INVOLVE? 



When ordering merchandise that wll]. be delivered and placed on 
sale two or even three months later, the business owner is, In 
effect, trying to anticipate what consumers will, do in the future- 
something the consumers may not be sure of themselves. Therefore, 
it is important for the entrepreneur to know customers' needs and 
buying habits to accurately predict thair buyinE actions. 

How effectively the purchasing task is performed will ulti- 
mately reflect in the firm's profits. Effective purchasing 
procedures contribute to the firm's success or failure. 

INVENTORY CONTRO L 

Inventory control is another important marketing activity. 
Inventory consists of tne products to be resold, raw materials, 
parts, shop and office supplies, machinery, and equipment used by 
the business. Inventory represents money spent to insure that 
needed items are available to maintain production or to meet the 
demands of your customers. Money invested 'in Inventory reduces 
funds available for dally operations. 

Both purchasing and inventory control have the same objective: 
to' have the right goods in' the right quantities at the right time 
and place. Inventory control should prevent an inventory of slow- 
moving merchandise or raw materials. If inventories are. too large 
in relation to tbe demand, the cost of carrying the inventory will 
be higher than necessary. Many new business ventures fail or 
barely survive ■ because they have too much money tied up in, inven- 
tories" However, for retailers, too little inventory oim disappoint 
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customera and send them elsewhere* For the manufacturer » it can 
delay production schedules and delivery dates. Therefore, uhe aim 
of every business is to kev:p invantories balanced and to prtivent: 
loss of sales or production time by carrying an insufficiant supply 

i 

uf goods. The small business must strive for the proper balance 
of inventories . 

Because small businesses often have minimum capital, the 
importance of inventory control Is even more significant. To make 
purchasing effective, accurate information about inventories is 
required. 



WHAT IS A 
CHANNEL OF 
DISTRIBUTION? 



DISTRIBUTION 

A channel of distribution is defined as the route a product 
takes from the producer or manufacturer to the final customer* 
There are three basic channels of distribution. They are Producer 
to Final Consumer, Producer to Retailer to Final Consumer ^ and 
Producer to Wholesaler to Retailer to Final Consumer, 



Producer 




Final 
Consumer 





Producer 




Retailer 




Final 
Consumer 







Producer 




Wholesaler 




Retailer 




Final 
Consumer 









Goods travel from producers to final consumers through any 
one of several "middlepersons such as brokers, wholesalers, 
agents, and retailers. All middlepersons perform tasks for which 
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they must be reimbursad. Each middleperson adds costs to the 
product. The role of middlepersons In the marketing function and 
the amount of cost they add to the product is very often a contro^ 
verslal issue. For example, some studies have shown that, for 
some product lln^s, as much as 50% of the price of any product is 
directly related to the marketins functions Involved with getting 
the product from the producer to the consumer. 

You. the entrepreneur, have two important decisions to make 
regarding the channels of distribution your firm will develop. 
First, you will need to decide which channel or channels are best 
for your firm. Selection of the correct channel or channels of 
distribution is an Important task confronting the producer of goods. 
The nature of a product, its unit value, its technical character- 
istics, its degree of differentiation from competitive products, 
whether it is perishable, whether it is a staple or nonstaple=- 
these are all "factors -that must be carefully studied when selecting 
distribution channels. The best channel will always be the one that 
shows the greatest promise of contributing the most to long-term 
profit, Second, it will be your responsibility to decide how you 
will effectively maintain the channels. 

The costs of distribution are high, but the distributian 

4 
f 

function Is essential if consumers are to have the goods they need. 
Every entrepreneur must decide for herself or himself how the firm's 
goods will be distributed to Its customera. 
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' PROMOTION 

The promotion marketing strategy includes several different 
activities: selling (personal selling) ^ advertising, and sales 
promotion. - Personal selling is the process of halping someone to 
decide to buy a product or service in a face-to^face situation. 
Advertising InQludes all nonpersonalized methods of mass selliig 
which uses media such as radio , television and newspaper to pre- 
sent a sales message. Sales promotion activities include point^ 
of ^purchase advertising such as window displays , matehbook covers j 
calendars 5 special sales, trading stamps, and dealer aidSi The 
manufacturer might use a sales promotion to convince dealers to 
push the product or certain product lines. 

Small businesses must not underestimate the importance of 
promotion. Advertising and sales promotion are Important in all 
types of buinesses whether they be retailing, distribution^ service , 
or manufacturing. For eKample, there are many brands of recreational 
vehicles on the inarket. Each manufacturer uses different advertising 
and sales promotion strategies to tell consumers about the features 
of his or her vehicle. Each manufacturer trys to build a case for 
the firm's product by convincing customers that the firm's vehicle 
is best suited for that customer's needs. If you want your firm 
to succeed, you must promote your firm's products, your services, 
and your business. 

Every business must continually attract new customers. Certainly , 
the customer who continues to return to purchase more of your 
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goods and services is iniportant=-businesses depend on returning 
patronage. But soliciting new customers is equally important. 
The custor rs you have today may not be around tomorrow. Businesses 
relocate, people move, customers change their buying habits in 
addition to their needs. Advertising and sales promotion strat - 
gles help you keep your "old" customers and attract new ones. 

Every company, product, and service develops an image. 
Projecting and developing the right image, the image the company 
wants customers to have about the firm and its product, is a 
complicated task. The product and company images the firm develops 
depend on the nature of the product, where the firm is located, 
competition, and the financial condition of the firm. You, the 
■-entrepreneur, will need to determine what you want your customers 
to associate with your firm-for example, low prices, top quality, 
or excellent customer service. You will then need to design a 
promotion plan to achieve that desired Image. 



IS IN THE 
FUTURE FOR 
SMALL 

BUSINESSES? 



BUSINESS TRENDS 
Unless the economy changes suddenly. It is reasonable to 
expect that a buyer's market— a market in which buyers, through 
their demand for a product, determine price- will continue. The 
supply and demand for most products is such that a buyer's market 
does exist. There are some exceptions, especially in those fields 
involving products and services from natural resources. lor 
example, energy products are becoming more and more of a seller's 
market. 
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Competition will probably increase. In recent years, busi- 
nesses have begun to conceive of competition in a different way. 
Firms producing basically the same products view the same consumer 
dollars, rather than their respective products or services, as the 
center of competition. Your products and services and those of 
your competitors probably are quite similar, and your competitors 
are attempting to convince basically the same market to purchase 
goods from them. Therefore, you will need to convince customers 
that your firm has something speclal~something your competitors 
don't have. Your firm's something special may be lower price, 
better service, and ektra bonuses such as trading stamps. 

You, as an entrepreneur, can also expect that future buyers 
will be more sophisticated, demanding, and better educated. In a 
constantly changing business world, it Is logical jto expect that 
consumers needs will also change. Businesses which do not imple- 
mant the marketing functions based on consumer needs and wants will 
face almost certain failure. 

Having a successful business today is no guarantee that your 
firm will be successful tomorrow. But the small business owner • 
who researches trends and develops a good marketing program can be 
optimistic about the future. The marketing function must contin- ' 
uously adapt to change since it is part of a complex network. 



19 



32 



Part III, Unit D 
Marketing Ma nag erne nt 



EXPOSURE ADTIVITES 

As you have just read, the marketing function is a very 
iniportant part of all business ventures. Now that you have learned 
something about the marketing functions of research product planning, 
pricing, credit, purchasing, inventory control, distribution and 
proraotion, try these activities. 

ASSESSMENT ONE 

The following self "assessment Is designed to make you think 
■about you and the marketing function. Some questions will be more 
pertinant than others, depending on the type of business. Thus, 
a certain number of "yes" answers would not definitely indicate that 
you have all the skills needed to perform the marketing function. 

Yes No I know that my community wants, needs, and can support 
this business and that there are enough people with 
sufficient desire to spend money for the goods or 
services 1 plan to supply* 

I've studied the strengths and weaknesses of my competition 
and can identify the marketable difference In my product or 
service i 



I know how to go about finding the right location for my 
business and will select the site only af ter^ thorough re= 
search. 

I^ve given a good deal of thought to how and where I can 
best advertise and promote my merchandise or services to 
the target market. 



20 



33 



Part III, anit D 
Marketing Management 

Yes - No 

I know the suppliers and the assistance they can provide. 

I know how to forecast sales and expenses and how to use 
this inforrnation to help my business become successful * 

I know how to price my goods or services competitively, 
meet expenses, make the payroll^ and still turn a profit* 

I know how to control my inventory or production to coin- 
cide with peak and slack periods in che business, 

I know how to display, package or present my services or 
merchandise. 

1 know how to collect past due accounts without losing 
^ customers. 

Did you answer the questions honestly? Remember that no one else 
will see your responses and that it's important that you, as an entrepreneur, 
possess at least some knowledge of the marketing functions, 

ASSESSMENT TWO _ 

1. What kinds of inventories, supplies, and equipment are needed to 
operate the following types of businesses i a cabinet-making business, 
a candle factory, and a printing business. You may want to survey 
local buainesses* 

2. Distinguish between advertising and sales promotion; provide examples 
to clarify your definition* 

3. Using your coiranunity as a resource, attempt to interview two manu- 
facturers to discuss the channels of distribution they employ to sell 
their products. Chart the channels of distribution that each 
buslnessperson uses. What differences eKist? 
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4. As an entrepreneur, what would you consider when establishing prices 
for your products and services? Discuss each consideration in detail. 

POSTASSESSMENT 

1. Define marketini. Prepare a detailed , answer by Identifying the 
functions Involved in marketing. 

2. Discuss three marketing functions in detail. 

3. "Marketing is a complex function because it involves so many 

. activities and affects every part of a firm's operation." React 
to this statement. Do you agrea or disagree with it? Describe how 
Important you believe the marketing , function will be in your firm. 

4. Define the term "business image." "The firm's image is vital for 
Its success." Do you agree or disagree with the statement? Why? 
What type of image will you attempt to establish for your company? 

Compare your answers to your responses to the preassessment. You 
may want to check your postassessment answers with your Instructor. 



SELF-EVALUATION 

How well did you know the information needed to do the activities? 
( ) Very well 

( ) Fairly well ' • ' 

( ) A little 

' _ i 

Be honest with yourself. l£ you feel you don't know the 
material well enough, it might be helpful to review this section 
before going on. 
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, PREASSESSMENT 

Here are aoine questions that test for knowledge of the 
contents of this level. If you are very familiar with the 
information needed to answer them, perhaps you should go to 
another level or unit — check with your instructor* 
Otherwise^ jot down your answers. After you've read through 
this level, take the postassessment at the end of the "Explor-- 
ation Activities'' section and measure what you-ve learned. 

1, What are the steps involved in conducting market 
research? 

2* Diagram the channels of distribution for industrial 

goods and for consumer goods. What are the differences 
between the channelSs especially when considering cost 
factors? 

3. What factors are important in establishing prices for a 
f irm' s goods and services? 

4. Do you believe that setting prices is a complex function? 
Why or why not? 

5* What's the difference between sales promotion and adverti 
ing? VJhat are the methods used for each? 
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TEACHING/LEARNING OBJECTIVES 

Upon completion of this level of instruction, '-on should be 

able to • * 

1. Discuss the factors to consider when purchasing business 

supplies and equipment. 
2* Describe the costs associated with inventories, 
^ 3. Discuss the elements that affect pricing practices in 
small businesses* 
4% Identify and^ discuss the steps used in conducting 

j market research* 

i 

! 5* Describe various channels of distribution and how each 
channel may affect the cost of a product* 
6* Describe the Importance of eKtendlng credit to customers* 
7* Identify and discuss briefly at least three media used 
for .advertising and for sales promotion. 
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SUBSTANTIVE INFORMATION 

IMPORTANCE OF MARKETING 

Your firm must sell products or services if it is to survive. 
Markating activities not only^ help a business sell its established 
product line 5 but by helping the firm ^make a profit they also 
provide the opportunity to develop new products or services. 
Markating activities help businesses produce the profits essential 
not only for the survival of the business bjt for the health and 
ultimate survival of our entire economy. Without profits, busi-- 
nesses would find it difficult to buy additional raw materials, 
hire more employees j attract more capital 5 and thus sell more 
products that, in turn, make more profits, 

Thm marketing functions are not always practiced perfectly* 
Consumer groups^ government; offices^ and perhaps you, have at 
timas and for a variety of reasons, criticized advertisements,^ 
personal selling practices, product development techniques, 
packages, labels, and prices. Many parents would like the 
advertisemerits on children's television shows to be regulated. 
Many of us have probably been annoyed at one time or another by 
door-^to-door salespeople and have even questioned their right to 
disturb us. We probably would all agree that sellers ought to 
honor their products' guarantees and ^warranties , And after 
purchasing a product j you may have wished that you had more 
information about that product, 
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As an entraprtneur,you have a responsibility tD consumers to 
implement the marketing functions as best and as honestly as yuu 
can. Marketing helps customers decide which product or service 
is best for them/ It follows, then, that informacion about 
products and services must be accurate and in good taste. 

If it is to be effective, marketing must aid consumers in 
developing a higher standard of living. Mass marketing must help 
to lower the cost of the products and services and assist consumers 
in attaining greater satisfaction from goods and services they 
buy. >krketing can help to promote a dynamic, expanding economy. 
To the degree that Mrketlng accomplishes this objective^ it 
serves the consumer significantly. 

Cost of >torketing 

HOW COSTLY IS Every business must perform m.any marketing activities which, 

THE MARKETING obviously, cost money. It has been estimated that about one-half 
FUNCTION? of a buyer's dollar Is used to pay the costs of these activities, 

' Since they consume so much of each dollar, business owners need 
to be responsive to consmn^rs in explaining why products cost a 
certain amounts describing the numerous marketing activities nece-^ 
ssary to make products available in the marketplace. Today's 
consumers are concerned about various marketing activities and busl^ 
nass owners need to account for the various marketing functions they 
perform. 
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Purchasing Motives 

WHY DO PEOPLE ; Consumers buy to satisfy their wants and needs. When they 

PURCHASE GOODS buy any product or service, they do so because of what they per^ 
AND SERVICES? ceive the product or service will do for them. 

' ■ There are two, primary classifications of why people buy. 

They buy for 1) emotional reasong and 2) rational needs. ^ 
Emotional buying motives include such motives as i 

1. Pride of personal appearance 

2. Social achievement 

3. Ambition 

j 4. Cleanliness 

5. Pleasure 

6. Increased leisure* 
Rational buying motives include: 

■ 1. Durability 

2r-^conomy in use.^^. "^^ 

3. Economy in purchase 

4. Handiness 

5. Efficiency in operation \ 

6. Dependability in usei' 

Psychologists have found in their research that cnnaumer buying 
behavior is first directed toward satisfying certain ^aaaic needs* 
The very basic needs include hunger, thirst, and sleep. When motives 
are classified as rational or emptionalj an Individual attempting 
to fulfill the most basic needs is influenced only by those rational 
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motives. Persons living at the level of minimum existence want 
the moat for their money in terms of quantity, quality and depend-^ 
ability, , ' \ ^ 

Most Americans live far above the minimum survival level 1^nd 
the majority of their purchases are to fulfill needs other than 
ba^ic needs* Therefore* most purchasing iM done to satisfy emotional 
buying motives- This fact makes the job of those selling directly 
tg ultimate customers ' more difficult* 

Moat consumers, would never admit they purchase goods and 
services to satisfy emotional needs. Distinctiveness and pride 
"in personal appearance, which according to most psychologists are 
emotional buying motives^ may te thought of by. the customer as 
means of fulfilling the needs of belonging or being esteemed* In 
this sense, it might be said thgitj 'all consumer buying motives are 
logical* However, certain motives are generally agreed to be more 
rational than others and, because people think of themselves as 
rational individuals^ people tend to express their reasons for 
buying in the most deliberate way possible* 

Industrial users tend to be more ^'rational" in their buying 
than ultimate consumers. Industrial users usually only buy to ful^ 
fill the practical needs of their organizations. However, the 
entrepreneur who sells primarily to the Industrial market needs to 
be aware that these "rational" organisations are comprised of in- 
dividuals who, like all individuals, are basically emotional* So 
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aven industrial purchases are made on somewhat of an emotional 
basis p 

To successfully market a product or service, the entrepreneur 
must be aware of the primary consumer buying motives for his or 
her product/service* The entrepreneur should also become familiar 
with the motivational research on buying and develop the strategies 
necessary to 'raise unconsaious needs and wants to the conBcious 
level. 

The Functions of Marketing 
Marketing includes many functions. The Merican Marketing 
Associations' 's definition is 1 "Marketing consists of the performance 
of busineis activities that direct, the flow of goods and services 
from, producer to consumer or user." Many marketing activitiefc 
are necessary to get^ goods and ser-^ices from .producers to users* 
The marketing functions include market research, product planning p 
pricing, credit p purchasing, inventory control^ distribution ^ 
advertising, and sales promotion. They will be discussed in de= 
tail later on in this sectioTn. 

\ " ^ ^ Types of Markets . 

There are basically three markets in our economy i 
I, Consumer market , 
2* Industrial market 
3# Nonbusiness organlzatidn market ^ 

The .".onsumer market consists of purchasers, individuals, or 
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households who intend to consume or use a product for their own 
personal benefit and who do not buy products for tjife sole purpose 
o£ making a profit, Evejryone belongs to the consumer market. 

The industrial market pnsists of individuals, groups , or 
organizations who purchaafe specific kinds of products, to resell 
or to facilitate the organization's operation. There are many 
different types of l^^ustrlal markets i which inciudei 

1, Producer .marketi made up of individuals and businesses 
organisations that purchase products in order to make 
a profit by using them to produce other products or 
by using them in their operations. Buyers of raw mater- 
ials, purchasers of semifinished and finished items used 
. to produce other products, and retailers are part of the 
producer market* 
2^ Res eller market i Middlepersons such as wholesalers and^ 
retailer&, who buy finished goods and resell them for the 
purpose of making a profit belong to the reseller market • 
3. Governmental market '. Federal, state, county and local 
.governments make up governmental markets. They spend 
billions of dollars annually for a variety of goods and 
servicea to support their internal operations and to pro- 
vide citizens with such products as highways, education, 
health protection, water, waste disposal, energy, and 
fire and police protection. 
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Nonbuginesa organization markets consist of nongovernmental 
organiEations that seek to achieve goals other than normal businass 
goals such as a profit^ market share, or return on investment. 
Examples of nonbusiness organizations are churches ^ hospitals, 
civic clubs, and charitable organizations* > 



- - ■ Target Markets 

^ ^ t , — — - - — 

WHAT ARE TMGET ^ Identifying your market and becoming familiar with it will 
MAMKETS? help make your business successful Ideas are worthless unless 

people can be persuaded to buy them* Therefore^ one of the most 
/ impprtant tasks you will need to accomplish as an entrepreneur is 

. phooslng a target market*. Your ■target market represents the 
. ^ ^ people who are moat likely^ to purchase your goods and services* 
When choosing a target \ market , several factors need to be 
\ ^ "considered ItTcludlngt the cos'^ts of selling to the group; nnt iv^. 

pated sales volume; sl^e and number of competitors who alreauy are 
selling in the target market| and the financial resources required 
to sell to the target market. For example, a small clothing manu^ 
facturer who is' thinking about adding swimwear to the company's 
product line might consider these factors in selecting a target 
market : 

^ Racing swimwear is designed for function (plain and light- 
weight) and is inexpensive to produce. Recreational swiiii.saar, 
however j is designed for appearance and can be expensive to manu^ 
facture. 
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^The product line for racing swimear can be small, requiring 
only one or two styles. For recreational swimwear, a company must 
have a larger product line aimed at more ages', sizes, and tastes. 

■•^The distribution of afchletic swimwear would be primarily to 
sporting goods stores. Recreational swimwear would be distributed 
to almost, all clothing stores. 

■^The advertising for racing swimwear would be limited mainly 
CO sports magazines, while advertising for recreational swimwear 
would, probably have to appear in several types of media. 

•^The prices of athletic swimwear could be higher than recre- 
ational swinwear because there are, fewer competitors. 

The importance of Identifying a target market cannot be over- 
emphasized. For example, in 1975 Jim and Diana Russell opened 
their own specialty restaurant, Energy Sources, Ltd., featuring 
natural foods. They found a location for the restaurant in the 
affluent Buckhead section of surburb,. Atlanta, Georgia. Jim 
characterized , a large number 'leir customers as "..older 
residents, many of them diet-conscious diners , In the condominium 
buildiftgs in the neighborhood and (from) workers on lunch breaks 
from the many businesses In the vicinity." When the restaurant 
first opened, the target market that the Rus sells had identified 
did not patronize the place as expected, 

4t the beginning^ pevhapa beuame of the restaurant 'a 
name and Ua "altexmr ' -va foods" menu. Energy Soumea 
attraated more foot' j<j& young people than the Huaaells 
wanted. "For one thing, " saya Jim, "they don 't have the 
money to spend." Soon enough, however, the%r patronage 
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dL^indt&d md the austomers the Rusaeris wehe mally after" 
shop alerka md mmagem^ auburhm maid&nis^ people fairly 
1 well-off and ua&d to eating out often — were beaoming regulam 
^ . : . ' j ' at the nm veBtm^ant with its different ^ meatless auisine. 

'^V&rhapB 20% to 30% of our austom&rs are vegetarians; 60% 
ax^e diet^aonsaious people i the rest are just ^ people who aorne 
in to try it^ and they seem to like it. There -s no smoking 
in the restaurcai^tj no hmnburger or frenah fry smelly no 
-r , Cooa-'Cola, We serve only shakeSj /rait and vegetable juiar^n^ 

md bottled water. It smells fresh in here and the meals 
are tasty md nutritional, " ( Changing Times, June 1977, p, 26) 
Reprinted by permisilon from Changing Times , Tlie Kiplinger 
Magazine I June 1977 issue, CQpyright 1977 by the Kiplinger 
Washington Editors, Inc., 1729 H. Street NW^ Washington^ DC 
200061 

The Russells adapted their restaurant menu to respond to the 
needs of the target market. The menu and prices are probably the 
reasons why the restaurant began showing a profit only six months 
after it openedj which is not conmion for most new businesses ^ 
especially in the restaurant field. This restaurant appears to 
have identified an important key for business success, effective 
» marketing, - 

The Marketing Mix 

WHAT IS THE. Marketing has been defined as the function of moving goods and 

^MRMTING MIX? services from producers to consumers. In order for the marketing 

function to 'accomplish its task effect ivelyj there are four market- 
ing components which must be confined correctly. These are product , 
price » place » and promo t^io^n , They are commonly called the 4P-s of 
marketing. The co?nbinatlon of these components is known as the 
"marketlng|miK, " If you can effectively combine the four elements 
of the marketing mix, the profitable sale of your product or service 
should result. 
• 33 
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Each component of the marketing mix has a function. First, 
to perform the product component of the marketing ml% accurately, . 
it is extremely importnnt to identify target markets. The entre^ 
preneur must know who the potential customers are and what they 
want or need* Identifying a viable segment of a particular market 
is essential. Then the right product.— the product which will 
fulfill their wants and needs must be produced or purchased. You 
must know the customer group you want to sell to in order to create 
and maintain a marketing mix that specifically fits the product or 
service requirements of that group, 

p^ice is the second component in the marketing mix. The 

objective of pricing is to offer the product or service at a price 

i ' = . 

whic^ is equal to the value to be received by the customer. The 

right price is the one that 1) will gain the most sales and 2) 

is high enough to cover the costs of doing business and generate 

a profit . 

Place is also another element .of the marketing function. 
Place simply means having the product or service at a place that 
is convenient for customers * In order to implement this component 
effectively s you^ the entrepreneur, must know your customers- buy= 
ing habits. Finding the right place depends upon the type of 
product or service and how. the customers normally buy that product 
or service* 

The last component of the marketing mix is. promotion . Pro- 
motion involves trying to determine the proper means of conmunlcating 
the availability and benefits of the product or service to the 
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potential customer* DetermiTiing the right methods of promotion 
will involve considering many factors including the product, price ^ 
and place components • of the marketing mix* 

The Changing Market 
* Ml markets^ Including the industrial and nonbusiness 
^dARKST CHANGED? markets, have undergone some fundamental changes. The consumer 
market is continuously changing. Many factors have contributed^ 
.to market changes j including i 
\ ' 1, Population changes^ such as shifts in age distribution 

and greater mobility 

Si^e and disttibution of income^ includ-lng increases 
in total purchasing power and discretionary Income 
Changes in lifestyle and attitudes 
Return of women to the work force 
^ 5i More leisure time. 

6* General increase of buying on credit 
' 7* Increase in the number of white collar workera^ 

M 8. Highiir overall educational level. 

The alert entrepreneur watches changes carefully* In order to 
. = respond to them, the entrepreneur might modify or refine some of the 

firm's policies and 'proGedures . Attempting to predict and keep up 
with the r '.ket place is an Important and difficult task, often 
requiring market research. . ^ 

' ■ ' MMET RESEARCH FUNCTION 

mAT DOES MARKEm „ 
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Market research includes all the activities involved in gather- 
mSEARCH INCLUDE? ing information about the firm's target markets. It includes getting 
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information about the market's buying habits, competition, dis- 
tribution fatterns, and sales practices. It 'includes developing a 
market research plan for getting all ehe information needed to 
select and successfully sell products arid services to identified 
markets. For example, the small apparel manufacturer considering 
adding swlmwear to the company's product line, should engage in 
market research activities to get the inf ormat'i^ needed to make . 
the right^Buslness decisions. 

Conducting Market Research . \ 

In conducting market research, the traditional problem-solving 
approach Is used. The five steps of problem-solving are used. 
These include: recognizing the problem, preliminary Investigation 
and planning, gathering factual Information, intjepreting the Infor- 
mation • and reaching a conclusion. 

The first step, recognizing the problem, is. vitally Important. 
Identifying the problem Is not always a simple process. Often the 
real problem is not ; obvious . The entrepreneur must prou^ carefully 
and accurately to identify the real problem before conducting any 
of the other steps in market research. If the problem Is not 

accurately determined, the rest of the marketing research will be 

i 

wasted. > 

The second step is tnaklng a preliminary Investigation and plan- 
ning the research. This step may Involve analyzing records, talking 
with peopia inside and outside the firm, and reading trade publica- 
tions. If more information is required, the researcher should try 
to identify the best method for obtaining it. 

36 



rart- ii^ unit d 
iter ke ting tfanagement 



Gathefing factual information is the third step. Four basic 
methcds for collecting data are interviewing, observing, axper iment-» 
iiig, and sampling* 

^ The fourth step is to interpret the information obtained in the 
previous step~what does it mean and how important is it? - Tli 
data should be carefully analyzed and a numi of possible solutions 
determined, ^ 

In the final step, reaching a conclusion, the best all-around 
solution should be chosen and implemented. After implementation, 
the results Dbtained should be- evaluated and used for future refer'- 
ence* ^ 

Sources of Market. Research Tn ^n rmation 
SOURCES. AM ^ . Many small businesses aon't engage iu market resaarch activities 
AVAILABLE FOR because they believe the sources of market research inforination are 
MARKET EESEARCH not accesilble* However ^ several data sources are available to small 
INFORMATION? . businesses. The firm's records are' a very important ^source of infor- 
matiori* They: can be analyzed to determine which products in which 
price ranges sold best* 
' i ^ The government is another source of information. The Bureau 

* * . of Che Census publishes information about businesses, population, 
- . housing I and oth^ir areas. Numerous reports and pamphlets are pub^ 
lished by the Small* Business Administration (SBA) , the Departments^ 
\ ' = . of Labor and Commerce, and the Federal Reserve Board. 
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■ /There are many other sources of research Information available 
to small business owner. Trade associations collect and pub- 
Itih data for their members in their particular area of special- 
jiation. Trade Journals often report resaftrcli findings. Local 
/chambers of conmerce, banks, newspapers, utility companies, and ■ 
other organiEations can provide data. Business magazines and news- 
papers contain marketing information. 

PRODUCT. PLANNING FUHCTION 
If an entrepreneur is to achieve goals of sales and profits, 
the product or service marketed must satisfy consumer or user needs 
and desires. This involves product planning. Many times a product 
can become obsoleta and may need to be adapted to suit consumer 
needs. This can be due to research which results in product improve- 
nient' which, In turn, changes consumer demands. Most businesses 
today face being eliminated from the market— going out of business— 
if they do not keep up with conaumers * changing needs and wants. 

Every type of business Is concerned with product planning. A. 
grocery wholesaler who begins a Sl-and-carry service is engaging 

' f 

in a prod4t planning activity at the wholesale level. A men's 
✓-clothinl' store th.nf adds a selection of women's apparel and dis- 
continues offering customer delivery service is doing product 
planning at the retail level. Although retailers and wholesalers 
normally .call such changes "merchandising," it is comparable to 
: What manufacturers do under the name of "product planning and 
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-development." 

Middlepersons, such as wholeealeri, agents, and brokers, also 
consider produc,t planning and development • Product planiilng from 
a'middlaperson's standpoint usually means Tnaklng changes In product 
lines'handled and in services ^offered. 

In some businesses product adaptation constantly occurs. 
In the pharmaceutical Industry, products developed within the 
'last' twenty yearg normally account for more than half o£ the 
sales and profits of the more progressive companies. In such 
industries s the firm that does not Innovate almost certainly 

fails. 

I 

The Marketing Concept 
The roarketlng concept has its roots in the early 50' s* In 
its Mnual Report of 1952, General Electric announced its new manage- 
ment strategy I marketing was going to be introduced at the beginning 
of the production cycle rather than at the end. Emphasis was to 
be placed on what the consumers wanted and needed. Today's market- 
ing concept is also based on the notion that what is produced must be 
what customers want and need* Most successful compariies today 
practice this consumer-oriented marketing strategy. 

Traditionally, engineering and technical research were con= 
cerned with designing products to meet certain performance standards. 
.Production people assumed the responsibility of developing and 
producing the product* For 'example, in trie past, engineers were 
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assigned to develop a pocket radio which would bring in all 
itations within a fifty mile radius. It was only after the 
radio was manufactured that the marketing function became in- 
VHiVttdi Firms which subscribe ;o the marketing concept no 
longer use this process. 

The marketing concept has assumed an increasing role in 
product planning and development. Research is geared to market- 
ing needs such as appearance. Since most customers take perform 
mance for granted, they often seem to be more interested in the 
appearance and other '^nonessential" details of the product. Therefore 
consumers may avoid products with superior engineering and perfor- 
mance in favor of adequate products with more attractive designs 
and extra features- 

PRICING FUNCTION 

There are several factors that need to be considered when 
setting prices* They arei cost of goods, profits business environ^ 
ment^ competition, the prdduct, arid supply and demand. The elements, 
arfectlng a seller's prices and the factors a seller considers 
when setting prices should also be analyzed* 

The first element to consider in setting prices, for. goods and 
QPriHrPR is ^he cost of the goods you sell. The cost of advertis- 
ing, maintenance of physical facilities for selling, and delivery 
costs must be absorbed into the selling price. For the manufacture 
er, this cost also includes the cost of raw materials, manufacture 
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ing the product g and administrative and selling expenses. Whole'^ 
salfers or retailors must Include the arnount paid for the goods 
plus administrt "ive and selling costs. When establishing prices^ 
the serv^wti firm inust consider the cost of materials iised and 
purchased to perforrr. au service^ labor cost in ^ nrforming the 
aervicei and overhead expenses* 

The second element in setting prices is detennined by the 
profit philosophy of the firm* All businesses must make a reason^ 
able profit. Can the business offer discount prices in hopes of 
high volume? Or should it seek high profit per unit of goods 
sold J with relatively higher prices and an expected small volume? 

The economic conditions eKisting both locally and nationally 
make up the third element* Although it may be difficult to judge 
local business conditions'^ you could start by finding out the 
unemployment rate for your area; Banks normally report total sav^ 
ings deposits periodically , and business associations may report 
on total sales volume for a given geographic area for a stated 
period of time. These figures can be compared with ones recorded 
previously. Numerous business publications report weekly , monthly ^ 
and yearly information that reflects current general business trends, 
The fourth element affecting pricing is competition. The entre- 
preneur fnay decide to sell at the same price' as competitors or 
undercut competitor's prices. Instead of matching competitor's 
prices, the entrepreneur may employ other forms of competition. 



For example j 'more customer services may be provided. This is called 
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nonprice competition. Wider selections, convenient location j 
delivery, wrapping, and other services at no extra charge are all 
eKa^.plcB of nonprice competition, 
! The fifth price setting element is the nature of the product . 

Raising or lowering prices of table salt or a luxury automobile will 
not have much affect on the quantity sold* The purchase of stereo 
systems and soft ^drinks, however , will increase or decrease as 
prices vary, and sales can usually be quickly stimulated by advertising 

Lastly, supply and demand factors will affect prices buyers are 
willing to pay. The nature of the demand for an article is deter- 
mined by how much the article is desired and by its intended use. 
When supplies are short and demand is high, prices tend to risa. 
When supply is high and demand is low, prices tend to fall. 
Variances in prices, then, may be based on the nature of each 
' product demand. An oversupplied market normally cannot bring 
high prices* 

CREDIT FUNCTION 

MAT-S INCLUDED The business world operates on a credit basis, and consumer 

IN THE CREDIT components of our economy exist on credit. There is not enough 
FUNCTION? currency and coin available to finance everyday transactions, 

- ' Bank depoiits exceed the money actually in the country several times 

over. The key is credit extended throughout the economy. Without 
credit availabli from banks and mortgage firms, most manufacturers 
could not bperate; without credit from manufacturers and financial 
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Institutions s most wholesalers could not function; and without 
credit terms avatlablej thd average family could not buy a 
home 5 an automobile, major ippliancQSj or finance expensive 
vacations. It is predicted tliat the consumer installment debt 
in the U,S, will exceed $200 billion. 

Credit must be considered when making marketing decisions. 
This is true regardless of the area in which the decision must 
he made—product planningj channels of distribution 5 promotion, 
or pricing. 

Credit is a privilege extended by a sailer. Sellers can 
be producers 5 wholesalers, agents, or retailers. By using 
credit, a buyer is promising to pay for the goods or services 
at a latdr time. Credit means trusting the buyer to pay. If 
the buyer does not pay or is slow in paying^ the creditor must 
find other sources of working capital. Extending credit in-^ 
craases the entrepreneur's element of risk. 

Basically there are two types of credit 1) consumar 
credit and 2) business credit, .Consumer credit is granted by 
retailers and service firms to their customers. Business credit 
is granted by manufacturers^ service firms, and wholesalers to 
their customers, which are other businesses. 

Granting Credit 
Care in granting credit is important ani, involves con-- 
slderation of. four basic factors 1) character ^ 2) capacity ^ 
3) capital 5 and 4) conditions. These are known asxthe four 
C*s of credit. 
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Character means the customer's honesty. Much can be 
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determined about a customer's chpracter by reviewing the 
person's lifestyle, reputation, nssociates, employment 
record, and credit history. For example, there, are about 
1,800 credit bureaus in the U.S. that collect and report 
uhe paying practices of consumers. These hureaus will 
provide the information to the entrepreneur for a fee. TRW' a 
Credit Data division is one of the largest computerized 
credit bureaus. 

The business of aredit rsporting }ms not ahanged 
essentially sinoe the days when Jim Chiltm—Bob' s 
gmndfathep--went around to Dallas merahantB and 
bankers and gathered information on how well local 
farmers paid their bills. Today a vetailev, banker 
. or finanae aompany Mil hand cioounts reaeivable ^ 
reaordB t> a aredit reporter who will put them with 
the reoordn of other lenders as they pertain to a 
partiaular tndividual. The next time that individual 
tries to borrow or open a ahar'ga aaaountj a aredit 
report ia supplied to the lender or retailer at a 
oharge of $1.50 per report. 

With more Americans borrowing more and with m asszst 
from laws suah as the Equal Credit Opportunity Act of 
29?4~~separate aredit reports for wives ana husbands— 
the business of fims like Chilton grows steadily. As 
Bob Chilton sees itj, the very aomputerisation that 
speeds up the supply of aredit data areatea oredit 
opportunities. "There are banks that advertise a 
lunohtime loan," says CMlton, a lean athletia mm. ^ 
"They, oouldn't grant a loan in minutes without virtuauly 
instant aredit data serviaes." 

(Forbes, November 15, 1977 p. 170) Reprinted by per- 
mission of Forbes Magazine, from the November 15, 1977 
issue. . 

Capacity means the ability to earn. Before granting credit, 
you'll want to answer questions like these: Does the customer have 
a job? How old is the customer? Is he or she likely to keep the 
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current job, and does the job provide sufficient income to pay all 
the bills? 

Capital refers to anythivig of value that the customer owns 
that can be taken if the bill is not paid. However, the ability 
and willingness to pay future debts are more im-Dortant than what 
the customer owns. 

The fourth factor^ condltionsi ref irs to the existing economic 
conditions in the area at the time you are considering extending 
credit* 

Every new small business must decide whether or not it will 
t sell to its customers on credit. If credit is to be available, a 

decision must be made as to the kind of credit to be extended* You 

i 

may decide that your firm will sell to its customers on an open 
credit account and carry the accounts in its books until they are 
paid or you may decide the firm will extend credit only to credit^ 
card holders who have been approved for credit by one or more of 
the credlt^card companies. 

The decision to grant credit is more critical for small firms 
than large companies because the small business is usually less 
able to absorb heavy losses which may result from uncollectable 
accounts* Credit sales may increase your firm's total sales and 
profits only if the increased sales do not cost more in administra'- 
tlve expenses and bad debt Ijsses than the profits derived from the 
credit sales* Bad debts expense is one of the facts of life for 
any firm which sells on credit and carries the accounts in its own 
books* More and more firms find it necessary to seek assistance 

in collecting delinquent accounts. 
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WHAT 'S INCLUDED 
IN THE 
PURCHASING 
FUNCTION? 



Therefore, extreini care needs to be exercised when granting 
credit, and credit accounts (especially those that become delln= 
quent) must be given follow=up attention. The longer a credit 
sale is carried on the firm's books, the sreater the likelihood 
that it will not be conec^ud. To minimiEe the problem of de= 
llnquent accounts, good foUow-^up procedures for aging accounts 
receivable must be established. 

Every firm should have a procedure for granting credit. Since 
customers asking for credit are asking to use the firm's capital, 
they should be willing to comply with reasonable rules concerning 
credit. 

PURCHASING FUNCTION 

An Important marketing function is the purchasing of goods and 
services for resale or use in the business. How well you buy the 
items your firm needs der :»..;3 upon your skill in analyzing the 
interrelationships among the components of the purchasing function. 
VhBU buying for the business, a number of factors should ^ con- 
side red, such as quality, quantity and price. 

Quality of the product purchased relates to its suitability for 
its intended purpose. A manufacturer muse seek raw materials that 
are of a high enough quality to meet manufacturing specifications. 
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Wholesalers must also choose the right quality to meet customer 
needs within price guidelines* In retailing ^ the image the store 
creates is often a result of the quality of merchandi it offers 
for sale. Howevers if the quality is too high the cost may be too 
high. 

Along with quality , the busineos must buy in the appropriace 
q^uantitles . If too tnuch money is used to purchase raw materials 
or merchandise, the business is probably not making the best use of 
its available dollars* Any money sav id in buying large quantities 
may be offset by increased storage costs and spoilage of the goods. 
For example I 

Another evTov hm aan now smile about was his 



Howevers purchasing small quantities may mean reordering more 
often than is desirable and may add to the price per unit. In 
additionj the business may run out of the product when it Is 
needed. 

The price of goods purchased is another significant factor, ^ 
particularly for small businesses which often need all of their 
funds for day^to--day operations. The proper mix of price and quality 



purGha&e in the beginning of 250 fairly ex- 
pensivB printed menus. Two hundred of them 
stilU lie unused in his tiny^ Garton^and^ 
equipment- filled offiae. In his first year 
he lecumed that priaes and menu off&ri?igs would 
aJmnge loiig before the 40 or BO menus in use 
needed to be replaaed beaause of wear, and tear^ 
and that the ZOO menus gathering dust have no 
value except as reminders of a novioe ^s mis- 
aalculation^ ( Changii^R Times ^ June 1^77 ^ p* 28) 
Reprinted by permission from Changing Times 3 
The Kiplinger Magazine , June 1977 issue. Copyright 
1977 by The Kiplinger Washington Editors j Inc^ 
1729 H. Street, m^^ Washington ^ DC 20006, 
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desired for your specific requirements should be analyzed carts- 

fully. 

Because rental, wholesale, manuf ecturing and service business 
funccions are different, purchasing for each business will be 
different. Adjusting to and providing for consumer wanes is the 
prlinary purchasing goal of retailers, buccessful retailing involves 
anticipating customers' needs so that goods will be on hand when 
they are wanted. Buytn| by wholesalers is similar in many respects 
to that of the retailer. Manufacturing and most service businesses 
require materials to conduct their business. Purchasing for a 
'factory or service business'"is done to fulfill expected production 
needs and anticipated sale's. 

Use of Suppliers 

Careful evaluation of suppliers— choosing suppliers who can 
bast meet your business' needs—is another important part of the 
purchasing function. When selecting a supplier or vendor consider 
the services the supplier offers and her or his reputation for 
being dependable and reliable and meeting delivery dates. 

You will need to decide whether you will purchase from a few 
select vendors or from many. Naturally, the type of business you 
are in will determine if there are many vendors available. Possible 
hazards may develop if the business becomes overly dependent on a 
single supplier. Various problems may arise which may make it 
impossible for the euppller to make deliveries. On the other hand, 
dealing with many suppliers means that you divide your order among 
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them and have the low status of a small customer. Usually, firms 
find that choosing a few select suppliers is the best policy. 

Geographic closeness of suppliers may mean a savings of 
time and money, Transportanion costs may Increase the costs 
of goods if the supplier Is located some distance from your 
firm* Transportation costs are high and ovners should consider 
them carefully when purchasing goods. Several forms of trans- 
portation terms are offered by vendors. When prices are 
quoted "f.o.b, (free on board) factory,-* the buyer pays all 
transportation charges from the supplier -s delivery platform. 
When terms are quoted "f*o,b, shipping points" the vendor assumes 
the cost of transportation to the local shipping point and the 
buyer pays all further charges. When goods are sold "f,o,b* 
store/plant," the buyer has no transportation charges to pay. 
Long shipptog distances may also create time delays in receiving 
the merchandise* Purchasing locally demonstrates your support 
for the community. Since local purchases mean that dollars will 
at, y in the conmiunitys buying locally represents good community 
ralations. 

. Because of lack of financial strength, the small buyer may 
sometimes be at the mercy of the supplier, . Therefore , maintaining 
good relation's with suppliers is essential* Maintaining good 
relations includes paying your bills within the time period agreed 
upon, returning damaged goods as quickly as possible , and being 
ethical in your business practices* 
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Terms of Sale 



VhJt rsmS " '.The terms of sales offered vary among vendors. The types 

OF SALE of discounts and terms of sale offered by suppliers should be 
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considered in the purchasing decision. Many vendors offer trade 
discounts . This is simply a discount given by a vendor to other 
businesses, based on the type of business they are. A vendor may 
give retailers, wholesalers, and manufacturers different trade 
discounts. For. exaniple, a manufacturer may offer a different 
percentage discount to wholesalers than retailers. Each type of 
business performs a different function; wholesalers generally buy 
larger quantities than retailers. The same logic applies to a retail 
building supply store that sells merchandise to building contractors 
at ,25% off the listed price, while the general public pays the full 
price. The contractor will usually buy in larger quantities and more 
often than the ultimate consumer. 

To encourage these larger purchase orders, quantity d iscounts 
are offered by vendors. Again, the small business operator must 
determine how much he or she can realistically afford to purchase. 
The amount of discount given is based upon the number of items 
purchased. The discount rate allowed on the purchase of five dozen 
items may be different from discount rates on twenty five dozen 
items. 

The cumulative quantity dj scgunt allows the purchaser a discount 
if the purchases exceed a specified quantity or dollar amount over a 
predetermined time period. For example, a paint supply store might 
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offer painting contractors varying percentage discounts depending 
upon how much they buy in one year* If they buy $10^000 worth of 
paint in a yearly time they may be given a 20% die county wiiile those 
buying betwaen $4,000 and $6,000 worth would be given a L4% discount. 

Another conmon discount offered is the cash d^scoun^ .. It is 
offered as an incentive to the business owner to pay for gnods 
promptly. Entrepreneurs should take advantage of cash discounts 
whenever possible. Some of the coimnon types of cash discounts are 
2/10, net 30 and 2/10, net EOM. The "2/10 net 30" means the 
seller extends credit for the amount of the goods purchased For 
a period of 30 days. The total bill is payable at the end of 
30 days. However ^ if the bill is paid within 10 days of the in- 
voice date, the business will receive a 2% discount on the purchase 
price. The "2/10, EDM" means that the buyer can take a 2% discount 
if the bill is paid by the tenth of the month following the pur-* 
chase. For example, for a purchase made on April 1 with terms of 
e 2% discount could be taken at any time through May 

10,^ 

INVENTORY MAN.^GEMENT FUNCTION 



WHAT^S INVOLVED IN The importance of inventory control is greater for firms that 
THE INVENTOFiY have a high propor\i^n of funds invested in inventories than for 
MANAGEMENT those that purchase little. Generally, retailers and wholesalers 

FUNCTION? have a higher proportion of their capital invested in inventories 

than manufacturers and service businesses. The differences in the 
capital Invested in Inventories by kinds of buBinesses is 
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iUustrated on the chart on the next page. Of course, the size 
of inventories needed depends specifically on the kinds of 
products made, the services perfc-med, and the products sold. 

In August 1977, Changing Times published projections of 
'the amount of money it wuld take to open various types of 
businesses and to keep them operating for three months (next 
page). In addition, based on projected sales volume figures, 
the dollar investment needed in inventory was calculated. 

For many years, there wa ^ little done in the way of organized 
Inventory management. Few stock records were kept. "Eyeball 
inventories" were used to determine how well an item was selling, 
and purchases were made on the basis of these estimated inventories 
As businesses grew in sal^s, the need for more accurate inforination 
was apparent. Tax laws now require businesses to determine their 
irventories at least yearly. Today all businesses are more con- 
cerned with improving the firm's inventory iianagement procedures. 

Four basic guidelines for improving inventory management were 
developed by Harcy C. Krentzman in cooperation with the Small 
Business Administration,: 

2, Develop a system with proaedures appropriate to the 
importanae and size of inventories, 

2, Maintain apppopi-iate maords on the firm's basia inventopy 
trmsadtions. 

3, Establish and maintain effmtive maeimng, inspection, 
stoaking^ paaking 02^ issuing and shipping operat%oyiQ, 

4, Loaate inventories so that inventory --taking can he 
acaompUshed oonvenimtly . 
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type of business 

£ cmnual gro&B sales 



THE . MONEY IT TAKES TO GET 
A SMALL BUSINESS GOING 



investment in 
inventorif 



total aapital 
invBstmBnt (for 
start-up and first 
three months ■ operation) 



Building Maintenanae 
Serviae 



$85^000 to $76^000 




$6^ 000 


to 


$16, 000 


Plant Shop 










$25,000 to $80,000 


$5,000 to $10,000 


$11,000 


to 


$24, 000 


Booksvore 










$75,000 to $100,000 


$12, 000 to $20, 000 


^25, 000 


to 


$53, 000 


Beauty Salon 










under $100], 000 




$15, 000 


to 


$29,000 


Yam Shop 










$60,000 to $100,000 


$8,000 to $12,000 


$16, 000 


to 


$25,000 


Repair sirvicB 










Fwm%ty^e 




bio, 000 


to 


$20^ 000 


Car 1 




15,000 


to 


40,000 


TV/mdia 




10, 000 


to 


. 25,000 


Appiianae 




6, 000 


to 


20, 000 


Cloak/watah 




8, 000 


to 


12, 000 


Shoe 




IS, 000 


to 


25j 000 


BuB%neBs maan%ne 




n r\ ri 
Oj UUO 


to 


10, uUU 


BiayalB 




6,000 


to 


10,000 


ContvaatorB ( p lumbing. 










aarpentry, eleatri-- 










aal, eta*} 




10, 000 


to 


30, 000 


Equipment Rental Serviae 










$50 J 000 to $200,000 










Caniping/reareation 


$ 7,500 to ^$15,000 


$15,000 


to 


$25,000 


Soft goodw (party. 










BiakPoom) 


12,500 to 21,000 


25,000 


to 


35,000 


Fabria sto:m 










$100,000 to $200,000 


25,000 to 35 J 000 


38,000 


to 


58, 000 


Hohby/arafts store 










under $200,000 


20, 000 to 30^^ 000 


36, 000 


to 


56 J 000 



( Changing Times , August 1977 ^ p. 40) Reprinted by permission from Changing 
Times r the' Klpllnger Magailna, August 1977 issue, , Copyright 1977 by the 
Kiplinger Washington EditorSj Inc.^ 1729 H Street, America's Small Busine ss 
Reporter aeries. 
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Krentzman also developed a list of basic information required 
from inventory control systems and records: 

1. Dsm^md: A 2'e.ooi'>d of ordavs or sales. 

2. Purahases: A history of reBoumec, prices, 
02'cfer auotiW and quantitiea . 

0. Reaeipts: Qumtities , delivery ayales, am: 
return gaods. 

4. Issuanae: Rata of inisrr.,' use or speaifva 

dGliVvry daba. ( Mana iMft : '," ' ■ 1968, p. 1") 

A well-organized method of inv -nti^i V co r.rol should be 
tailored to meet the needs of the busiaess. Visual observation 
may be sufficient for some very, very small businesses; the per- 
petual inventory may be needed by others. The physical Inventory 
win provide data for analyzing how well the business has performed 
in a given period. Whatever method or combination of methcds j-. 
used, it should provide the entrepreneur with current information 
to make effective decisions. 



DISTRIBUTION FUNCTION 



ARE THERE DIFFERENT The entrepreneur must decide how to distribute the company's 



CMMELS OF 

DISTRIBUTION 

FOR 

DIFFERENT 
PRODUCTS? 



products and services. This is done through various channels of 
distribution. A channel of distribution is the pathway a product 
follows to get from producer to ultimate user. 

Consumer and industrial goods follow somewhat different 
channels. The decision of which channels to use should be based 
on the type of consumer and industrial goods. Product characteristics, 
such as the nature of a product, its unit value, its technical 
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aspects, its degree of differentiation from competitive products, 
' . ' ■ . .1 

whether It is perishable, or a staple or nonstaple^ deterinine whichi 

= ■ channels are beat. Many times businesses will use multiple channels 

' 'to buy and aell goods. 

Marketing of goods and services includes basic functions that 
must be performed by someone, regardless of the distribution 
■ ■ y ' channel used. None of these basic marketing functions can be 

eliminated. The elimination of a middleperson^ for instance, does 
not eliminate :the functions being performed. Some other channel 
member must absorb these functions, 

/: , ' Cohsumer Goods 

ARE TEEBE DIFFER-r Traditionally , consumer goods have been classified Into three 
ENT TX^ES OF areas based on differences in consumer buying attitudes and be- 

CONSUMER GOODS? havlor. The three classes of consumer goods are convenience goods, 

shopping goods, and specialty goods. 
^ . ' Cdnvenience goods are items that are bought frequently, 

imiediately, and with minimum shopping effort. Convenience goods 
' " include candy, gasoline, cigarettes, and most grocery products. 

f/ Most of these products are nondurables—that is, they are consumed 

or "used up'* rather rapidly; hence consumers buy them frequently 

and normally neither postpone their purchases nor make them much 

in advance of the time of consumption. 

Shopping goods are Items that the consumer selects and buys 

only after making comparisons oh such bases as suitability ^ qualicys 
^' . ' ^ price, and style. These goods inalude furniture, household 
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appliances^ and shoes*. Prior to* actuaily buying these items, the 
conaiimer shops around and compares the offerings of different storGS, 
Typically, shopping goods are bought rather infrequently, they are 
"used up-' quite slowly,' and the consumer often is in a position to " 
defer or advance the date of purchase. Thus, the donsumer can 
afford to spend a considerable amount of time and effort in making 
the buying decision* 

Specialty goods are items far which significant numbers of 
buyers are habitually willing to make a special effort to purchase. 
Sysicinlty items possess unique characteristics or have a high degree 
of brand identification or both. Examples of specialty goods are 
fancy foods, special stereo equipments and stamps and coins for 
collectors* The consumer already knows the product or brand he or 
she wants; the special purchasing effort is involved in finding the 
outlet^ where it is on sale. In reaching the buying ^^decision, con- 
sumers do not usually compare the desired spe^ci^fft^^^goods with 
others, as= in the case of shopping goods. / 



WHAT ARE COMMON 
' CHAmELS OF ' 

DISTRIBUTION 
JOM CONSUMER 

GOODS? 
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Channels of Distribution 

Consumer goods follow several typical distribution channels i 



PRODUCER 



A ' 
j^gents 



I Wholesaler 1 1 Wholesaler 

' r i ■ - X 

I Retailer 1 1 ' Retailer j |^_Retani^^ 

, 4- 4- \ ^■ 

r _ L ^ ' 7 ULTI^ CONSUMERS 
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One of the moat traditional channels for consumer goods is 
channel B (Producer— ^ Wholesaler—^ Retailer— ^ Consumer) . Conven-- 
'ience goods usually follow this channel, 

^ny consumer goods are sold by the producer directly to the 

final user (channel D) . For examples you can stop at a farm produce 

'Stand and buy, a dozen ears of corn. Magazines, cosmetics, books, 

baked goods^ seeds* flowers and shrubs can also be bought directly 

from producers. Consider the following i 

Shaklee is the dispenser of the $845 million worth 
of food duppl&rrients J cosmetiae and household items 
that are sold by doorbell ring&rs and party throwers 
throughout the country. Its army of self-employed 
eale&people am rake in an aggregate $200 million 
a year in Shaktef bonsms and inaentive awards. 
Moat of these BaleBpeopl& are housewives and 
moonlighters who do it for poaket money. But _ 
a handful are $100jOOO-a-year master Qoordinators . 
All espouse the virtues of Shaklee in private 
I and in group sales sessions with an evrngelistia 
saleB pitah updated but basiaally unchanged from 
the days of sideshow mediaine men and baakwoode 
faith healers > 

Thei^^s profit aplenty for everyone. In less 
than^W years Shaklee itself has grown from a 
home-basement operation into a aash^riah business 
that Qould earn $18 million this year--4S% on 
stoakhold&rs ■ equity, Shaklee has been touted 
as ^^another Avon-^ on Wall Street ^ and its stoak 
(56% owned by the ShaM^ee fcmily) fww has a 
total) market value of $160 million^ a huge 
premiwn over its book value of $40 million, 

( Forbes , October 15, 1977, p* 83) Reprinted by permlRBion of 
Forbes Magazine from the October 15, 1977 issue* 



Sv^metiraes distribution involves even more than two middle'^ 
persons in a transaction (channel A). Often, highly perishable 
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goods must be disposed of quickly. For example, a tomato -farm in 
California has a sizable crop. It Is probably to the tomato 
growar's advantage to contact a broker A broker does not handle 
the goods but he or she sells the goods without even seeing them. 
The broker helps sellers find buyers or buyers find sellers. The 
broker won't buy the tomatoes, but will sell and handle the dis- 
tribution for a conmission. The tomato grower may also contact a 
commission merchant who actually handles the goods. The^^ommission---''' 
merchant contacts wholesalers and then sells-^ehi" tomatoes . Some- ^ 
times a commission merchant will buy certain goods and hold chem 
until she or he^ can get a good price. When this is done, the 
commission merchant actually becomes a wholesaler. In this situation, 
channel A in the previous diagram becomes even more coinpllcated . 



ARE THERE 
DIFFERENT 
TYPES OF 
INDUSTRIAL 



GOOD. 



R9 



Industrial Goods , 
Industrial users depend on more uniform patterns of buying 
behavior than do ultimate consumers. Different industrial buyers 
are remarkably alike in the way they go about making buying de- 
cisions, for similar products. The approach which an automobile 
manufacturer takes to buy machine tools, for example closely 
rasembles that taken riot only by competitors but by other buyers 
of machine tools. Classification of industrial goods is less com- 
plex, and is based on the uses to which the products will be put. 
Most Industrial goods fall naturally into one of the four 
categories 1) equipment and physical facilities used in producing 
goods or services, »2) ' materials used in making a product. 
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3) manufacturing or service supplies, and 4) management materials, 



MAT ARE COmdON 
CHANNELS OF 
DISTRIBUTION FOR 
INDUSTRIAL GOODS? 



ChannelB of Distribution 

Typical marketing channels for industrial product 



s are ; 



PRODUCER. 



1 



enta 



I 



Industrial 
Distributors 
jPealersj 



Agent sj 
4^ 



Industrial 
Distributors 
(Dealers) 



INDUSTRIAL USER 



WHAT DOES THE 
PROMOTION 
FUNCTION 
INCLUDE? 



Industrial distributors are middlepersons who provide 
the same services as wholesalers of consumer items, to buyers of 
industrial goods, ' 

Industrial products sold to large industrial buyers , such as 
cold-eKtruded steel parts sold to automobile manufacturers, usually 
are sold directly (channel E) . If the number of buyers Increases, 
direct distribution may not be effective p 

PROMOTION FUNCTION 
Pr9motion is the marketing function responsible f or communi- 
cating with individuals, groups ^ or organiEatlons to directly or 
indirectly Influence them to purchase' a firm'i products and services, 
Personal selling is one type of promotion strategy used to sell 
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a product or service. Advertising is another type of promotion 
strategy* Advertising ia a paid form of nonpersonal communication 
to a target market about a firm or its products through a mass 
medium. Sales promotion is a third method that acts as a direct 
incentive for the product and Includes activities other than per^ 
sonal selling and advertising. Sales promotion is used to produce 
irranedlate, short-run sales Increases* 

' Sales Promotion Techniques 

ABE THERE DIFFERENT There are a number of sales promotion techniques available, 
SALES FRMOTION These are grouped into two main categories: consumer and trade. 

Consumer sales promotion ^techniques encourage customers to^ patroniEe 
a particular retailer or purchase a particular product. Trade sales 
promotion methods are designed to stimulate wholesalers and retailers 
to carry a ^producer's products and to market them aggressively. 
Consumer Sales Promotion Methods 



TECHNIQUES? 



WHAT. ABOUT 
CONSUMm SALES 
PROMOTION 
METHODS? 



There are a variety of consumer sales promotion methods in use. They 
Include retailer coupons^ deTOnstrations, trading stamps, point^of- 

purchase displays, novelty items, samples, premiums, and contests 

I 

and sweepstakes, j 

j 

1, Retailer coupons are effective if the price is a primary 
motivation. They usually are "cents-off" coupons. The 
primary purpose of coupons is to^ bring customers into phe 
store. ^ 

- 2* Demonstrations are often used by manufacturers on a temp^ 
orary basis and are excellerit attentlor^getters in a store. 
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3. Trading stamps are given in proporcion to the amount spent 
by the consumer. Stamps are atcractive to consumers if 
the price of goods is not increased* 

4. PQlnt-of-£^^^hase_ displays are at the point where merchant 
dlse is iQcated* They include window displays, counter 
pieces i display racks, and self-service cartons. 

5. Novalty items are ads such as the name, 'address and phone 

ambers of the firm on pens, pencils , calendars , balloons, 
key chains, maLtches, etc* These are novel ways to attract 
atfe.entlori and give the customer a small gift and reminder 
of the firm* 

6/< Samples are used to increase sales volume during early 

/ 

stages of the product's life cycle or to obtain desirable 
distribution* 

7. Premiums are products offered free or at a reduced price 
to eridourage a customer to buy the promDted Item* 

8, Contests- and^ sweepstakes can also be used to promote pro^ 
ducts* Contests require skill, and entries are judged 
baaed on. the abilities of the contes:taht* Sweepstakes, 

on^ the Dther hand, are based on chance. All participants ' 
have an equal opportunity to win a prize* 



WHAT ABOUT 
TRADE SALES 
FHOMOTIOM 
METHODS? 



ERIC 



Trade (Industr ial) Sales Promo tion Methods 

Producers use these methods to encourage resellers or dealers 
to carry their products and to promote them effectively* Several 
methods are used , such as buying allowances ^ buy'-back allowanct^'j 
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counts and recounts, free merchandise, merchandise allowances, 
cooperative advertising, dealer listings, premium money or push 
money, sales contests, and dealer loans. 

1. Premiums used in trade promocions are similar to those in 
consumer sales promotions; they are incentives to buy a 
certain amount of specific goods. There are two types of 
premiums used in trade sales promotion. One Is provided 
for the reseller's personal use, such as cameras, small 
appliances, and. luggage. The other type is an item which 
the reseller can resell. 

2. Premium money or push mr „ ly (PM) is extra money which is 
given to the dealer's salesperson for selling a particular 
product. This is done to encourage the sale of a particular 

^' type of merchandise. Many producers have found the use of 

PM's more effective than a corresponding or greater re- 
duction in the price of the article. 

3. An advertiaing allowance , sometimes called a promotional - 
allowance, is a reduction in the wholesale price given to 
the reseller for purchasing a particular item. The purpose 

\. of the advertising allowance is to provide the dealer with 
some financial assistance in the advertising of the product 
being promoted. It is normally given only when a certain 
quapiMty is purchased because the manufacturer wants to 
be assured that the, reseller has a sufficient quantity of 
the item on hand to meet the demand resulting from ad- 
vertising. 
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ADVERTISING FUNCTION 

WHAT^S INCLUDED Advertleing is a promotion strategy which is used to promote 

IN^THE many things and communicate with prospective customers through 

ADVERTISING various mass media. Businesses use advertising to promote goodsj 
FUNCTION? services^ images, ideas s issues and people through a variety of 

media such as radiOs television, newspapers , magazineSs maiis and 
outdoor displays. 

Depending on what is being prdmoted, advertising can be 
classified into one of two categorias-^lnstltutlonal advertising and 
product advertising. Institutional advertising promotes 'organlEation- 
al Images and ideas. Product advertising promotes goods and services 
and Is often used to directly stimulate demand for a product or 
service. Some advert isments contain both Institutional and product 
advertising* 

There are several different types of product advertising. If 
the entrepreneur is the first to introduce the product, the 
business uses pioneer advertising. Pioneer advertlslni Informs 
persons about what a product Is^ what it does, how it is used, and 
where it can be purchased. Competitive advertising is used when the 
entrepreneur wants to bull, demand for the firm's specific product. 
It will point out the product's special uses, features, and advan- 
tages that benefit customers. Comparative advertising occurs when 
specific features of two or more Identifiable product/service brands 
in the same product cliss are compared . Defensive advertising is 
an attempt to lessen the effects of a competitor's promotional 
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program. Defensive advertising may not increase sales; but may 
prevent a loss in sales. 

' \ Reasons for Advertising 
mX DO BUSI- ' There are many reasons for advert^ising. Before you decide on 

MESSES USE which media to use, you need to clearly identify why you want to 

ADVERTISING? advertise and what benefits you expect. You may use continuous 

advertising to I 

1. Directly stlmuiate primary and selective demand . If your 
firm Is the first to Introduce a particular product, then 
stimulating demand through pioneer advertising Is essential. 

because a number of manufacturers produce food processing 
appliances, a manufacturer of such an appliance will need 
to build selective demand for the firm's product by using 
competitive i advertising. 

2. Offset competitors* advertising . This can be done through 
defensive advertising, comparative advertising and various 
sales promotion methods and techniques. 

3. Make salespersons more effective . Personal selling is 

' still the most widely used means of promoting products and 

- services. Advertising often promises direct support tv 

personal selling activities. Some advertising Is created 
to specifically support personal selling activities by pre- 
^ selling buyers through informing them of , the product uses, 

features, and benefits, and encouraging them to contact 
local dealers. Industrial products, insurance, consumer ^ 
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m THEm 
TEPS TO 
OLLOW IN 
ELECTim A 
EDIVM? 



durables such an automobiles, and major household appliances 
are often sold in this manner% 

4. Increase the uses of a product . The absolute demand, for 
any product is limited since people will only consume so , 
much. If a firm can 5 through advertisings convince buyers 
to use its products in more ways, then it increases the 
sale of its products. 

5. Remind and reinforce customers . Customers need to be re- 
minded that established brands are still available. Ad- 
vertising should assure current users they have made the 
right choice and tells them how to get the most satisfac- 
tion from the product. 

1" 

6. Reduce sales fluctuations . The demand for many produets 
varies from one month to another because of such factors as 
climate, holidays, seasons , and customers. Advertising can 
be used to stimulate sales during low periods. By levelin'g 
out sales, the business can operate more efficiently. 

Ad ver t i s ing Med ia 
It is important to select the right medium or media which suits 
the needs of your firm. Selection should include the following steps* 

1, Examine and select a geheral kind of medium (radio, tele- 
vision, newspapers, etc.)» 

2, Examine and select a specific subclass within a medium 
(television - women's daytime shows). 

3, Examine and select specific media vehicles (television - 
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women's daytime shows - eKact program). 
Ty pes of Media 

WHAT TYPES OF There are many available media from which to advertise. Approx- 

MEDIA ARE THEHE? imately 88% of the families in the United State read a newspaper 

daily. Different members of a family read different sections of 
i the newspaper. Advertisements, some with Illustrations, are 
' spread throughout the newspaper in various sections which relate 

to individual interests-sports section, women's section, financial 
section. Newspapers are a particularly effective medium because of 
^ timing. Only a few hours are needed before publication to prepare 

copy for a newspaper advertisement. 
' ' Magazines reach a multitude of speciaianterest readers. A 
magaUne is rarely read in its entirety at one sitting, so an 
■ advertisement has the chance of being seen more than one time. Ad= 
vertiing copy must be planned and submitted well in advance-^as 
much as two months, and even longer if the advertisement is in color 

Radio listening is no longer- confined to the home. Never 
before have radios had the extensive audience they do today. Spot 
, j announcements last anywhere from ten to sixty seconds and pan be 

' . . in^ierted in the middle or between proirams. 'The cost of radio 

■ ■ ■ . • advertising is relatively low. Radio advertisement spots can be 
repeated frequently arid can be changed quickly.. ■ 

Television is expensive. Advertising cost^ differ according 
' to the expected number of viewer.. A one-minute advertisement used 
during a recent Super Bowl game cost $250,000. Any firm that wants 
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national visibility hail found TV to be one of the best mediums. 
Generally big businesses advertise using national television • 
Small firms have found that local stations provide the only 
feasible form of TV advertising. Many types of programs are 
available. For eKample, late evening movies on local TV stations 
average 3^^ commernials every 7-8 minutes. 

Outdoor advertising is becoming more popular since our 
society has become more mobile. Billboards, highway signs, and 
electrical signs are examples of outdoor adver^sing. 

Transit advertising consists of signs m^iinted on busses, 
trains J cabSs and other public transportatidn vehicles. 

Direct mail takes the form of handbi^As, circulars, coupons, 
letters^ and catalogs. Some advantages include selection of 
customers, appeal to a specific groups and less competition with 
other forms. The copy can be elaborate, simple, color or black 
and white* Firms can prepare their own copy. This advertising 
medium is becoming more costly due to rising mail rates. 
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EXPLgRATION ACTIVITIES 

Do you feel knowledgeable enough in the marketing functions 
to put some of your ideas into practice? The following activities 
will help you experience some "real" marketing management situations. 
After completing the activities, do a self-evaluation to check your 
understanding of the material* 

ASSESS^ffiNT ONE 

1. Interview two retailers and two producirB, iricluding 
farmers or manufacturers , regarding their firm's pur= 
chasing policies. Before the interview, formulate 
quesions to cover the following areas* 

a. Relationships that exist between the firm's 
inventory managemenL policies and procedures and 
the firm's purchasing policies and procedures 

b. Procedures used in selecting vendors 

c. Business credit granted by suppliers* 

^ 2. Contact at least one of your local r^-.dio stations and 
one local newspaper and ask the following 
a. What are the advertising rates? 
b* What special services, if any^ are offered to 
advertisers? 
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Ci How ,Tnuch responsibility must tha advartiser assunie in 



the ^.reparation of the advertisement? For eKample, 



will the radio stacion or newspaper provide help in 



preparing the advertisement? 



3. 



Identify the target markets for your proposed firm, Dis^ 



cuss in detail the procedures you would use to identify 
the market. Your paper should be no longer than three 
pages, 

4* Davelop an equitable credit policy for the firm you hope 
to own. Outline the procedures you will follow to imple-- 
ment the credit policies you establish, 

ASSESSMENT TWO 

The C's of Credit PuEzle, On the following pages find and circle 

terms that are associated with ciredit. They may be circled horizontally 

or vertically. Below are some clues. 

What this puzzle is all about 
The 4C's of credit (four wnrds) 
The two kinds of credit (two words) 
The way we used to buy items 
. .What wte pay on bills when payment is extended over a period 
of time 

One of the reasons consumers use credit 
, Consumers use this instead of cash i 
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(Check your answers on Page 72) 
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P05TASSE5SMENT 

1. Name and describe the steps involved in conducting 

marketing research * 
2p Diagram two common channels of distrib^.tion: one for in^ 

dustrial goods and one for consumer goods. Describe in 

detail the differences between the channels, especially 

in terms of cost factors* 

3, Describe at least thr?e factors which are important in 
establishing prices for a firm's goods and services* 

4, "Pricing is a very complex function*" Discuss this state- 
ment in detail* Do you agree or disagree? Why? 

5, Distinguish between saT promotion and advertising* 
Ideritify and briefly describe three sales promotion 
methods and three advertising methods* 

' Compare youb. answers to your responses n the preassessment * 
You may, want to check your postassessment answers with your 
instructor. 
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For answers to ^esBmenC Two, turn this page upaide doym. 
How well did you do? 
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SELF-EVALUATION 

'How well did you know the information needed Co do the activities 

C ) Very well 
( ) Fairly well 
( ) A little 

Be hone.^t with yourself* if you feel you don't know the 
material well anoughj^ip. might be helpful to reuiew_this .sect ion 
before going on. 



PREPARATION/ PART II L UNIT D 

' MPTATION marketing MANAGEMENT 

PREASSESSMENT 

y 

=^ 

Here are some questions that test for knowledge of the con- 
tents of this level. If you are very familiar with the uiforma- 
tion needed to answer them, perhaps you should go Co another level 
or unit — check with your instructor. Otherwise, jot down your 
answers* After you've read through this level , take the postassess-- 
ment at the end of the "Preparation/Adaptation Activities'" section 
and measure wha*: you've learned* 

1* What are the two primary methods of collecting reaearch 
data? 

2, What are the inventory control systems? 
3* What is the marketing concept and ^"v did it begin? 
4» What are ■■product life cycles?" How are they import art? 
5* In what way do retailers, maniif acturers , service firms, 
and wholesalers set their prices d3 f . =ently? 
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TEACHING/LE/;.MING OBJECTIVES 

Upon completion of this leva J of instruction, you 

should be able to* 

1. Name and discuss at least twj methods for deter= 
mining customer wants. 
\ 2. Define product life tycles. 

3, Describe different in\/entory control systems used 
by recailera, wholesalers, manufacturers, and 
service businesses. 

4, Discuss piining methods used by retailers, whole^ 
salerSj manufacturers ^ and service businesses. 

5, List and discuss at least two primary methods for 
collecting research data* 

6, Describ.^ the factors which influence the selection 
of the channels of distribution. 

7, Identify the varl cy of modes of transportation 
availabla for distribution of matctials and 
products , 

8, Describe Che major elements of a written 
advertisement . 
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SUBSTANTIVE INFORMATION 

THE MARKETING CONCEPT 
WHAT IS THE The marketing concept is by definition a coTnpany--wlda 

MMt^TING consumer orientation with the objective of achieving long- 

CONCEFT? term profit ohjectives. In shore ^ the markecing concept 

asserts that customer satisfaction should be the corner-^ 
stone of effective manageinent * 

Providing satisfaction to customers is the primary 
goal of the marketing concept. This is done through a 
coordinaLed set of activities* Firsts a business must 
find out what will satisfy mstomers* With this informa-- 
rion, the business can create satisfying products* 
Sec. nd, the business must get these products into the 
hands of customer The business must then continue to 
change and modify existing products to keep pace wltii 
changes in customer needs and wants. The consumer 
orientation of the marketing concept stresses the impor^ 
tance or customers. Marketing activities begin and end 
with them. 
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HOW DID TEE 
MARKETING CONCEPT 
DEVELOP? 



Development of the Concept 

Historically, wide acceptance of tha marketing concept 
did not come about until after World War II. Until the war, 
the economy could be classified as a seller's market (one with 
a shortase of loods and services). There was little pressure 
on entrepreneurs to design an effective marketini program 
■ since the very shortaie of products meant strong consumer 
demand. When the war ended, however, factories stopped 
mflnufacturing military equipment and turned to the product ion 
of desirable consumer goods again—an activity that had, for 
all practical purposes, ceased in early 1942. This renewed 
production was the beginning of the buyer's market (one with 
an abundance of goods and services) that characterizes the 
contemporary business environment. With a buyer's market, 
goods had to be sold, not just produced. 

The actual definition of the marketing concept philosophy 
occurred when the General Electric Company published its 
Annual Report in 1952. It was in this report that GE announced 
its new 'Strategy towards business management. Acccrding to 
this strategy, marketing was to be introduced at the beginning 
Instead of the end of the p ■uctior/ cycle. Manufacturers, 
designers, researchers .and engineers would -herefore have to 
keep up-to-date with consumer needs, desires, ana price 
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limitations. This inesnt that marketing would Influence all 
phasas of the firiti'S production, including produce planning, • 
production scheduling, invent, r^ry cnntrol, sales distribution, 
and service guarantees. 

MARKET RESEARCH FUNCTION 
WHY IS In opening a successful new businesiM you, the 

MABKET entrepreneur, must conduct market research a^^t vlties. Answers 

RESEARCH to a variety of questaons are needed: I^*at are the needs and 

IMPORTANT? wants of the target market? Will your products or services 

fill a current need? If a need does not now exist, can it be 
stimulated through promotion? Are the products and services 
timely? What products or services sold by competitors will 
compete with your business? If your business going to be 
ahead of or behind its time? 

Market research can give the entrepreneur accurate and 
current data upon which business decisions can be made. It 
can help entrepreneurs make decisions regarding distribution, 
selection or advertising techniques, and sales forecasting, 

A wealth of information is available to the entrepreneur 
In conducting marketing research activities. Assistance can 
be obtained from market research companies, government agencies, 
trade associations, and business consultants, U,S, Department 
of Coranerce and Bureau of Census materials may be helpful; 
Chambers of Commerce normally research the ci^^a they serve; 
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trade associacions usually have information about current 
economic trends, Participatioi; in trade shows, exhibits, and 
fairs allows the entrepreneur to meet colleagut^s and observe 
neiJ developments 'in the field. Local advertising agencies 
might also prove to be useful sources of information. 

Many small businesses are unable to conduct sophisticated 
market research studies. This can be partially alleviated by 
using the following general guidelines. Successful research 
studies : 

1, Identify the problem 
2p Make a preliminary study 

3. Plan the research 

4. Gather the information 

5. Interpret the information 

6. Settle n a conclusion, 

Colleccing Data 
Collecting data for market research can be done in a 
number of ways. Analysis of the firr's past sales records is 
often a good place to begin collecting data. For a new business, 
three of the main methods used in collecting data are inter- 
viewing ^ sampling j and observing. 

The interview method ^ is one of the most widely used methods 
for collecting information. There are several distinct types of 
Interviews which can be used. The first type is the personal 
^' ■ / 
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interview. Face-'tQ-f ace aiscussion provides the opportunity to 
explain one's opinions and views in detail. The telephone 
interview may be a simple, inexpensive method uf colleccini 
information. However, the caller must be careful not to offend 
the person called. The mail questionnaire is another form of ^ 
interview. However, the percant of people responding to mail 
questionnaires is usually very small. If a "reward" is offered 
to complete the survey, this percentage increases slightly. The 
questionnaire must be attractive and easy to complete. A simple 
quastionnaire may give the small business owner helpful insights 
into what the customers want. 

Interviews and questionnaires can be used in samnling. 
Sampling determines how an entire population feels by quastioning 
a small percent of the group. The survey must be large enough 
to present a truly representative Bample. By surveying a 
representative cross^section of the population, an accurate 
projection can be made. Choosing whom to include in the survev 
is the critical task. Race^ religion, occupation , sex, or in- 
come level might be consid?:rRd for the sample. - Because of the 
complexity of developing samples, the small firm mrr need to 
hire the services of a market research specialist. 

Another research method is observation . For example, you 
can count pedestrians or automobiles passing a given site and 
gather InformatiQn as to the age and sex of each driver and the 
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WHAT'S THE 
MARKETER '5 
DEFINITION 
OF PRODUCT? 



type of vehicle driven. By observing and calking to customsrs, 
the business =wner may accomnlish approximately the samci ob- 
jeccive as more sophisticatfed research methods. Ynur employees 
offer additional informaticn through their abservations and 
distassions with customers. However, chis method is nut usually 
as thorough as tht* interview methcj'. 

PRODUCT PLANNING FUNCTIONS 
Marketers broadly define "product** as anything from which 
the consumer derives satisfaction. Therefore, basic product 
design should be consumer oriented rather than engineering or 
production oriented* 

ThrQurhout American business today, there is continuous 
developmeut of new products, improvement of existing products, 
and an accelerating rate of product change. Although product 
change is evident in all industries, the rate of change varies 
widely. For example., the home sewing machine was invented in 
1830, but the American market is still far from saturated* In 
contrast, television approached market saturation just ten years 
after its commercial introduction. Although few industries have 
experienced change as rapidly as television, most go through 
similar processes of product change. 

Is large scale ^ product change necessary, or does it merely 
reptesent an attempt tn differentiate new products from old ones 
and one manufacturer' aucts from the products of competitors? 
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Many prDduct: changes do rt^sulc from manuf,icLuru*r aLLvmpLr^ in- 
crease the rate of natural. obHo ru'SCt.-n so thai iu^w uoniaiulH wM! 
appear in fQrrneri%' sauiiratecl markotH* Howui'ijr, tiit'ru ata- nian'/ 
factors be^^ond the concrol of the. nuinuf ao turor which maiko it 
necessary to update products. Markat: changes are a primarv faiUt^ 
in making existing products a?id product LiiiL'S iaaduc[uate. Markia 
segmentation^^dividing largo marketH into HuhmarketB^lias made it: 
unlikely that a single product: can satisfv nil customers. C'liange 
in cechaulog^' haVL' increaHcd niarl%et:H^ far ;d c! ["'r^'^dM'.M. h aii 1 cri.-al -d 
entirel%' new ones. Lowered pricoH of (aimiTO 1 1 t or h can resull in 
developnient of a new or mnre eft Lc lent products* 

Product Life Cvclcrt 



WHAT IS A Most product? have life cvcIch. After being introduced into 

PHODUCT LIFE the market, most products go tii rough a normnl caarve of growrh 

CYCLE? ^nd decline in sales vo 1 um,' . Tho product cyelo l ife? 

consists of five states: fntroductic^ growth^ rnaturity, sanir- 
aCionj and decline. In the introduction per Led ^ the Innovator i:^ 
rewarded with substantial sales LnereasoH. In th*.' gr(>wth pt^riiKl^ 
the product normally begins to share the markcc with com['L' l i t: u rta 
who entered the market because of the rapid growLh in tlK- intro- 
duction perLod. TotaJ market sales will norma I Lv peak out in the 
maturity and saturation stages. The final stage shows saU/S in a 
continual decline. In this final stago, t hu cUaMHii)n Le disi-'on^ 
tinue marketing the product may be made. 
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Tha Cudsinart is an axample of a product in lIu- growth 
periods 

Last 0iri3tma3j deparmcnt ^tci'^ jliaiK^ c:n.i 
gourmet aaoktng shops ev^smwh^v^ v,n^,; i^ lliKj 
empty bom8--warih $225 af'i^ii^--ci}ij. -ioirij 
land-offiae biisi?23ss. TJw ^rwty bax^d wci'^ , 
of aoui^Bj to be fitled—as promlB^d—wi r 
the first CuiBinart food pi'oaessors th^ arcr^- 
got in staak. were Just totally ':^iatl,. 

to keop m iHth amand^^- Btxys Cui^ f^iiarvd ' 
Pi^esident mtd prinaipal pi^cpi^icito)' Cavl 0. 
So?itheimer^ 65. -^Eveinj maahim we get kci: 
goes toward redeemina tkcse emptp hox^'S. 
So th& first faiir months wClL b^- ^ig^i^, 
after thoit we will be all rudit,-' 



The empty box promotion is typtaa:^ oj' :-n>. <:n-i 
of 2%maway suaaess Stcnnfoi'd^ Conn, -s Cuii^ uiavro , 
Ina. has had sinae Santheimr first int2^cjuc^:.a 
his i'evoZiitCo}:a:^y }:cl: /-"r^^i pr-:o:'asrr ot t-:--'^ 
Chicago Housewares Shaw in Januaiy 10 7^, 
"r?2£a is a gene rati St machine in cm age of 
speaialty maahines^^^ Sontheir..r Qoys. The 
Cidsinart shreds^ grates^ nrlnds^ sUaes, 
kneadB. mixes and ahops Just about anytJiing 
you'd aare to dump into it^ rcplaaing most of 
the other appUa>tocs yon^d noi^malty keep in tli- 
ki taken. 

No vaBt advertising and promotion Oi-mipaign 
launohed the Cmsinartj it was the old story 
of the better mousotrap. The prooessor fh^st 
made its way mainly by h)ord of mouthy and 
then won the imprimatur of gourmet gurus 
like Jmea Beard, Craig Claiborne, Julia 
Child mid Cou2^m&t magazine. Tlte Cidsinart 
looks^ sounds and Qomea on as Freneh, but the 
aompcmyj like its propHetor, is tni Amerioan 
as ahop suey or apple piCj md so lo tv.a 
Buaaess in bidlding a major new marlu^t in 
aorpetitian with gianta. A mild-mannered 
rather rumpled- looking man of gargantuan 
girths Carl Sontheirfmr is no aonuumcr'-guoJ- 
whiBbmg, He's a physiaiat trained at the- 
MassaaJuiBetta Institute of T&ahnolagy^ an 
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that went: int^o riarU-K^: Cu: ^^i njr^c j^-. j/' 
t?ie most ^^ua^^'saa:\<l n^iw h:iai>i-:-ja,:.? 
Ameriaa today (Forbes , March 6 , 1978, 
p. 65.) Reprinted with permission from 
Forbes Magazine from thB >\i\rch 6, 1973 
issue . 



PRICING FUNCTION 

HO// DO TRICING The pricing of goods and sarvices in manuf ac tar Lng , 

POLICIES DEVELOP? whoiesale, retail, and service firmi^ Is Himilar in Bcvural 

basic ways. These businessisa arrive at: priuing uuciyionH 
based on cost-plus -^^how much the product or service costH 
plus ai addit'cnal sum for profit. MoHt: pricing; t c din 1 
are based on cost-plus. Specific methods for determining 
price based on cost-plus do vary. Most pricing tecimiqucs 
do not take customer demand level into account. 
I Ir icing is perhaps the most cnmplex marketing function. 

There is no one best formula to use to establish prices, A 
price strategy is only affective if the customer Is willing 
to pay the price establiBhed, Perhaps in the near future, 
technological advancements will be such that pricing will bo 
greatjy simplified. 
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Pricin g for Rfe ^taLler s 
HOW DO RETAILERS Retailers have some of Enair prices suggested by manu- 

ESTABLISH PRICES? facturers and wholesalers. Generally wholesale, as well aj 

retail prices, are based on the trarkup of gross margin nec = 
essary to handle each line ods profitably. SuggusLed 

prices are sometimes marked on the product by may b^^ dl-:- 
counted by the retailer. Even though some prices are recc)m= 
inended , retailers stll ! need to determine pricjs for many or 
most of the items they sell. 

The goal r the retailer is to balance high and low 
markup items l achieve the desired average gross margin or 
markup. This gross margin ^ usually expressed as a percent, 
will pay for expenses and provide for a profit. The avi^ra^^e 
gross margin desired may be 35%, All goods sold wiJ] b^^ 
marked up in price an average of 35% of their retail or 
cost price. 

Some goods will be marked higher and some lower than 
35%. Som.e products necessitate very little markup. Market 
competition is such that if the retailer were to price tlie 
item even slightly above competition, goods would not sell. 
Other items that are not as competitive may have a higher 
than average markup. 
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F j\ic 1 n g f o r _ M a n u f n c t u r o r H 

In manufHCtur Ing, che cost of nrodiic r i on== chv av-Luai ■■•'s: 
of making or processing a prod'.\^t-*~is the ba^e for pricing. rhl^ 
includes the dire^ct labor involvt^d, raw matfe^rials, and overhead. 
Overhead can be divided into manufacturing ovorhoad, rfuch an 
rapairs, utilities, insurance, and dar rtac iat ion ; and nonnianu f ac tur 
ing expenses such as selling and adminiscrat i ve costs. All thene 
eKpenses must be known and recorded to arrive at a cost per prrt- 
duct, thus detcrfnining uho nrioe. 

Ent 8 nnia n n Regional B a k i I'r^, ( . omp a 1 1 v . vi i c li o s t i ma c e d s ri 1 o s of 

$117 million, believes it is ablu to offset relativelv high 

ingredient costs by high sales volume. 

The ^^aonaspt'^ in E}item urn's .-a.r in its 'i"^ >i- 
stvated abiHcu vc .offset !^-:'lativ*:; Lu fil^rh 
'yigredient aasts (iwualLy 45% to 65% o;" .-.aa^ 
jales dollai^ vs. 5^5^ fav soma Za>^^7p baker- ^ 
by very hiah valmne. In shopt^ masa prodiuj- 
Hon of high-quality goods. EntS7mann's Isnj 
tuymeL ovens am tia^n nun 6^000 iKiSDhei'vu :zj!s's 
in an haiw^ the sam^j r^no it takes a srnlJ^ 
DuKt^i'y to maK^ IjJ or so, Th^^ p*^suir: s^^dHhi^ 
prioes as muah as one^th'n''d l^ss than thos^r 
Ento>mmn-s rajor aorwetitovj the aopyisv fca^^a*^^. 
W}iat'8 move^ a new timncl ai'eii^ i.^h^-*h will hi- 
cjrexiSQ voliiiTie by $15 rnilUn?:^ aa>i be u^lis I :\"}p 

. 7 7 . , r, ' 7 7 ■ ^ . . 

•^i.-^ ^ -.- --^i-ij ^ ^ ^ .. /. ^ 

The aonaeri is cnviohed ky a>i£a?:r;a?Z': 'a 4o;'' h^:hd^ 
notise :ed salesyspsonr' ^ >iet oe'^y 

^^c-'a^^;aa su: ■^iejiee vnz: should -ye en the- sh^ i'' 
in thc h' eun f^^s:e:-sy. The'e ee^a'dss ' e>ie 
ai'SSaye orO^OOO ess "ra: r^ey y^rav. b-.s' 
selesr^K^ ^hsse e^ th j ytf' :h e ^^jv^.>^a r:_;y>. :^ 
hiy, aan " (Forbes / March 15 , 1977 , 

p, 50.) Reprinted by permission of Forbes 
Magazine from the March 15 , 1977 issuT~~ 
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Pricing for Service Firmg^ 
Pricing by service firms is usually has^d on an hr'urly 
fee. Many firms charge by the victual numbtir of hourH spont 
in conducting the service. Others charge a standard nu:.:.L-r 
of hours the job should have required regardless of th^ tiniu 
spent:. Automobile repair shops, for example, usually charge 
so much per hour. The hourly rate must be set cumpe t i l n-.' 1 y 
but high enough to pay the employer- s share of Social Sectiritss 
unemployment compensation, insurances, other operating oxp.jn=' 
sas, and generate a profit. A bookkeepins system which 
accurately reflects all operating exp^nises and the cost of 
materials used by the business to perform the service is 
essential to pricing. 

CREDIT FUHC TIQN 

Economically speaking, our free enterprise systc-m depends 
on mass production, mass distribution, and mass cret'lt. 
Credit is big business. Credit buying has become a way of 
life. Years ago it was '*cash-nn-ch -barrel". Today's slogan 
is '*buy now, pay later^'. In the United Scates, Lhu consumer 
installment debt exceeds $200 bil.Ion. 

There are two types of credit 1) consumer (rL^iail) and 
2) trade. Consumer credit is used by individuals or families 
who agreoi to pay later. Trade credit is granted to business 
users (1;-" ^-i,): ' lyi 
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h-HY IS CCIJSmiER 
CEEDIT POPULAR? 



Consumer C r a d 1 1 
Consumer credit appeals to buyers for several rea^ony, 
1. Conve nien^cg Purchast--^ bought over a month's 
time can be paid for all at one time. Custom- 
ers do not n-.dd to carry cash and run tht^ risk 
of losing rnoney. Having a charge account also 
makes shopping by telephone convenient:* 
2- Use of high-priced items while paying for chem - 
In today ' s economy , most consuiners would not 
have aucomobiles and many large applijincus if 
thay had to wait to save the money first and 
then purchase the item, 
3 * ■_S ^Yigj _g ^ Customers can buy mere h a n d i s e o n s a 1 e 
at reduced prices even though they may be short 
of cash. 

S p e ci a 1 t re a tmeTvt - Some customers believe thev 
get better service if they are charge customers. 
Charge custoTners are normally always informed of 
Fnecial *as prior to the general public. In 
Addition, many believe it is easier to return 
merchandise * 

5* ^^ep savings in reserve - Customers mav kot-p 
their savings and continue l o earn IntoroHt 
vaile they use the retailer's monc. to buy the 
goods and services they want. 
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6. Ipcome tax records = Credit rcccrds indi.-ate items 

boughc as well as the price . Businfc>ss puunU- 
use thes. records to Justify tax deductions of 
business Items purchased, 

Cnnsumer Credit Plan 

Retail or consumer credit can b. extended to customor== 
in three ways (1) short-term credit, (2) long-term crvdir, .in.l 
(3) revolving credit. 

Short-term credit is simply credit on account. Th.' cuhi mv 
can buy over a one-month period and the hill is due normal] v 
ten days after the closing date of the billing cycle. 

Long-term credit can be extended on the cus comer's 
account and the merchandiae can be paid for in i ns ta 1 1 ment s . 
If a customer wants to buy on the installment plan, most re- 
tailers require the customer to enter into a formal contrac';. 
By signing the contract, the buyer agrees to pa;, a certain 
amount on a regular basis until total payment for the good: 
tr 

Revolving or planned credit, is a combination of n ph.- 
term credit acci mt and an installment cu; With ti, h 

Piau ii .stomer makes a regular monthly payment which depends 
upon the unpaid balance of the account. The score determines 
how much Che regular monthly payment will be. An interest 
charge of 1% to 1.5% may be charged on the account's balance 
each month . 
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Credit Cards 

Cradit cards are offered by sor- retailt;^rA ^ho inH-rativ 
their own credit plans. Nacionwide credin cards are al^o 
available. Stores that honor nauienwidL: rrudli cards n^^rmallv 
are required to pay a fee to the nationwide arganization for 
the service. This organization assumes the responsibility of 
collecting the account and maintaining the bookkeeping. Some 
retailers- honor only tliair own credit card; others will honor 
s^.veral, including nationwide and bank credit cards. 

Credit card organizations, such as 'taster ChargLS American 
ExprasSj and Visa, issue cards accented by a variety of eHtablis 
mants such as car rantal agencies ^ restaurants, liutcLs, motels 
and specialty shops. The merchants bill the credit organization 
monthly. The cradit organization, in tarn, orceinage 
of tna bill to cover the costs of handling a;. Electing t. 
mon^^y. Soma cradit card organizat ton- ^liarg their cusLomi f :. 
a fee for their services. TIk^ ^^ dit card ^^^Ldcr . -illea 
TTunnthly 

Visa and Master Charge are owned by large banks. The 
credit card holder does not pay a yearly foe. If the bill 
is paid entirely within the billing cycle, no interesL or 
financa charga is added. If not, the cusLt can , othly 

installments similar to . volving cliarge ar(Ouinc and pnv 
interGSt each moii o on the ou stand ing balance, Merchancs 

91 




Pare III, Unit D 



accepting bank rredic cards nay a tea to tha bank to fov-r 
the costs of handlini and collecting the money. 

Trade Credit 

Trade credit is given by wholesalers, manufacturers, and 
jobbers to businessas that buy from them. Trade crediL ret^r« 
to the credit sellers extend to buyers in the form ni invoict 
dating. Terms of sale or invoice dating is the length of tlm,.. 
for whica sellers ..a:cnd credit lo buyers. The i-^grh f d;v:- 
ing depend^f on £hr-e factors (1) the length of time it takuH 
to sell the product, (2) the length of the selling a^ason, and 
( 3 ) c o mp e t i t i V e conditions. 

There are three common types of credit datings: regular 
dating, extra dating, and advanced dating. 

Regular dating is the credit period that appears on the 
invoice. For example, an invoice is dated July 12 with terms 
of 2/10/30, The buyer can take a 2% cash discounL: if thu bill 
is paid in tan days or by July 22. If the buyer does not cake 
the discount, the total bill is due twenty days later, or by 
August 11. 

Extra datin g allows extra' days to pay and still get a 
discount. For example, on an Invoice witii terms of 2/10/60 
extra the buyer gets a 2% discount if the invoice is Daia 
within seventy days - ten days plus sixty days. Payment is due 
ninety days after the date of the invnic^--thi rty days under- 
stood plus sixty extra days. 
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Advanctjd datin g oncourago^ nuy^r-^ ^^ ^.rdvr v.irly, .\ .aL^^r 
date is ef fective—noc the involcw^ d:U^' . In tiK-r w.^rd - , k Js 
invoiced in August niay have a Ncvwitmber Irit d.it: in^. Thu ra;/- 
ment would be compuued from November 1 ini^r^nd of Augu^^t 1. 
Advanced dating is advanLagooud for anv small buHin^-s:^ ihaL 
has cash flow problems. It allows the buy-^r to d?.'iay pa%^m^aiC 
and have use of the cash for other purposes. 

Trade credit ts often the way some small busint^sses fe^ta 
started. Trade credit allows buyers exira time pa}' for rhu 
goods and services thev need to operato their Husint^ssus, 
However, if the buyer does not pay within the time p^^ried, 
interest might be charged. 



WHY IS EFFECTIVE 
PURCHACnm 
IMPORT ANT? 



PURCHASING FUNCTION 

Ic is estimated that 50., of every nianuf acturer ' s d(Ular 
used in cost for produerion is for purchrsing of maturials 
and parts. Therefore, effective purchasing is imporcant t:o 
all businesseH. The objective of effective purchasing is to 
have the right goods, in the right quant i t ies , at the right 
time, and in the right place. Accurate? informacion about in- 
ventories is also required. Purchasing policies for the small 
business should mesh with the goals of the busint-ss and sheula 
serve the needs of its customers* 

Purchasing policies often vary according to the tvpt- 
of business. For a manufacturing concerii, g^n^ds miist he 
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purchased CO maLnnain bala::-:^J 1 nv^.: r;: .^a= : r-. ..ii ; : 

production a^dds. Future ardors n^a^: b.. .a.;rv f \i 1 1 a.:. v.: 
sure proper materials are on hand vbcn "aaufaocur laa r^ucm^. 
esCimating the amount of work to be done, th^ nusin^SH /aa ;-a-- 
chase the right amount of parts , materials , anc riuaalu a rc ;n-. .a 
tha expected needs for a given porL.-^d of c iiaa , Itumri that: ar- 
often used in producLion should be noced and a routiau ordt^raa:, 
procedure should be organized. Materials dlfficuU to -biaia 
should be ordered with aaeugh tin:e -a iasar- ^ j.^ii^ - 

Knowing the suppliers and being able to predi-a: "ho iuiiaLh >a 
time it takes for delivery is helpCal. 

The importance of purchasing for service businesses depLaids, 
to a large degree, upon how much profit mav or may not be gain^-u 
through the sale of merchandise and parts. Some firms derive a 
large part of their revenues from the sale of merchandise. For 
example, a plumbing and heating contractor may sell and provide 
parts for very expensive equipment. For other service businesste^, 
such as bookkeeping or consulting, the purchasing function is not 
as closely tied to profits* 

I'Jholesalers and retailers purchase goods based on antic- 
ipated sales volume, customer needs, and inventory levels desired. 
In order to purchase the right amount ^ retailers and wholesalers 
must have current information on the sales volume f each in- 
ventory item. They need to know the fast and slow^selUng UemH 
to determine reorder points. 
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% Use o^f Suppliers 

Purchasing involves chcosing suppliers (vendors) who can 
best meet the needs of the business. The small business that 
is free to choose 2Jb suppliers should give preference to 
those whOp 

1, Can provide goods of the required quality, type, or 
model - 

2. Have goods available at fair prices and terms and in 
the quantities needed 

'3. Are reliable^-those who provide goods continuously 

4. Provide good services not only in making deliveries j 
but also in handling transactions and making 
adjustments 

5. Provide managerial and marketing assistance when 
needed 

6. Provide special assistance in developing promotional 
aldSj advertisements s etc, Q 

The key questions which you^ the small firm owner, must 
ask yourself when selecting a vendor arei Am I buying through 
the established channels of distribution for this type of 
business? Is there another source which would give me the 
same dependability and service? Am I getting the best prices 
available for comparable quality and quantity? In what quan= 
titles .should I be buying merchandise and how will the vendor 
meet my needs? 
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Developing good supplier relations takes time. Care must 
be taken so relations are not hurt or destroyed. The follow-- 
ing guidelines should be followed' 

1, Pay bills prompt ly* 

2, Treat information obtained from the supplier or the 
representative as confidential. This inf ormation 
may include price quotation ^ amounts of fomial bids, 
and data concerning newly developed materlalB* 

3, Avoid "rush" orders* 

4, Present complaints and damage claims promptly , with 
full supporting evidence, 

5, . Cancel orders onl)^ when absolutely necessary* 
6# Negotiate but do not argue over prices. 

7. EKchange suggestions for product improvement and for 
cost reduction activities with the supplier. 



WHAT'S INVOLVED 
IN THE ' 
INVENTOEY 
CONTROL 
FUNCTION? 



INVENTORY CONTROL FUNCTION 
Inventory is the raw materialSj goods to be resold, parts, 
shop and office supplies , and machinery and equipment needed 
by the business to perforin its functions. Wholesalers nor-^ 
mally have more inoney tied up in inventory than manufacturers 
or retailers . 

. is the ideal amount of inventory? For retailers, it 

is the Inventory which does not lose profitable sales and can 
still justify the investment in each part of its total* For 
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manufacturing firms,, it is that inventory which maintains pro- 
duction schedules with a minimum investment. 

The Small Business Administration (SBA) has developed 
a checklist of questions concerning merchandise and inventory 
control for retailers , manuf acturers and service firms. As 
you read through the questionnaires in Assessment One , note 
the procedures that are important for each type of business , 
especially for the field you wish to enter. 



Inventory Control Systeme 
ARE THERE Two types of inventory control systems 5 perpetual and 

DIFFERENT physical, are used by most businesses. Electronic inventory 

^INVENTORY control systems are also important, Comhinations of these 

CONTROL SYSTEMS? inventory control systems are common, 

Perpetual_I_nvento^ Control 
WHAT IS A With the perpetual inventory system, the busineBS owner 

PERPETUAL has a running tally on the current stock of an item. For each 

INVENTORY? item, a record is kept as it is brought Into the business. 



stocked, and sold. Records are maintained on perpetual inven- 
tory cards j pages , or tags. Sales tickets or punched cards 
are often used In retail operatlons# The information will 
name the item, the stock number, the reorder point, and the 
supplier, When additional Inventory is received , the number 
Is added to the balance. When items are issued for use or 
sold, the withdrawal is subtracted, from the balance. The 
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mAT IS A 

PHYSICAL 

INVENTOEY? 



mAT IS AN 
ELECTRONIC 
INVENTORY 
SYSTEM? 



amount of invantory on hand for a particular item can bo 
easily determined by looking at the balance on the record. 

When perpetual inventory records were kept manually, it 
was a time-consuming and somewhat inaccurate process. The 
development of cash registers , ininl-computers , and computer 
service tie-ins with local banks has made maintaining 
perpetual inventory systems much easier for small businesses. 
Physical Inventory Con trol 

The physical inventory is considered a '^necessary evil'' 
by most businesses. Taking physical inventory consists of 
counting and listing the goods in stock with their cost and 
resale price. It is usually taken once or twice a year and 
covers the previous accounting period. Even if a perpetual 
inventory system is maintained^ these physical counts are 
required to check the accuracy of unit balances on the 
inv^ivldual record cards. Mistakes or losses due to spoilage 
and theft 5 and whether or not a profit has been made can then 

r 

be determined. 

Electronic In ventory Management Sy stems 

Basicallys the electronic inventory control Hystem 
consists oft , .' 

1, Using a standardized system of classif ication ' 

2* Preparation J in-store, of input information for ■■ 

I 

computer use 
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3, Central computer proceSBing and report preparation 

4. Analysis s in-storej of computGr-prepared reports 
Recent improvements In coinputerized systems such as 

electronic cash registers and mini^computers have made 

computer based data about a firtn-s operations available to 

many small retailers* Grocery store scanners ^ for eKampla, 

are as helpful in inventory control as they are in check-out. 

At these ''scanner" check-out lines, each item passes over an 

electric eye linked to a cash register and a scale. The -'eye-' 

reads the UPC (Universal Product Code) symbol. 

Unbeknown to the shopper ^ the aheak-out aorrTputer also 
to as each outaoina item aaairiBt invent ory in the store 
or a aentralised warehauaej waiming the manag&i' when he 
must reorder and thuQ greatly reduaing tha frequenay of 
the Sorry J we -re soZd out" dirge. Obvious tyj the 
aonswner benefits front Qomputerised mai*keting. So does 
the store* Since supermarkets opwrate on a px'ofit margin 
of about 2% or leos^ the savirigs eon be cruaial. 

Though the purahase priae for a sophisticated eight- 
lane aheQk^out system, can be more than $110^000^ some 
200 systems are already operating in supermarkets 
around the nation. Some ahains are^ we 11^ waiting in 
line for them. In tirne^ chips in aheak^oiit aounters 
will be as muah a swpejm^rfeet staple as the arimahy 
kind that acmes in bags and tins. (Time February 20, 
1978 i pp 49) Reprinted by permission from TI>fBj The 
Weekly Newsmagazine; Copyright Time, Inc., 1978, 

Sa aiming has the potential for trans foiming the man- 
agement of the grooeiy business. At the most basic 
managerial levels the searuier pi'^omises a dramatia 
reduction in ■■shrink*^--- the term for losses from eiwor 
and outright theft. For insta7%ae j merahondise delivered 
direct to the store by a 8upplii3r instead, of through the 
chain's warehoiise can foff mqnitoi^ed as nm^er before Birnply 
by comparing the detailed rGaord,af sales in the tJi^lwuse 
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aofTiputer mth tPw invotaai^ from the QipplicrB, That 
is how Ealphs GToa&r Co., whiah hew automated uaVi?n 
of its stores on the Weet Caast, disaovemd that dfAivt^vy-- 
man for a mack aiippHer w&re afiapging twice for th^ mer- 
ahmdise they were d&liveringj ripping off alose to ^ 
$15j000 over seVBrdl montha. Ralphs Fywsident Patydak 
Collina asses&es potential savings from shHnk aontrat 
atone at $33^000 a year /br^a store doing $260^000 i 
week in aati^e— equal to twenty weeks ^ net profit foP 
a ahain stoiu luaky mwugh to be enjoying a margtn of 
1 peroent. f^ortune, March 27, 1978, p. 78) 

Tha cost^ involved in using electronic data proce^u^lng 

are Justified in terms of efficiency, inforination gained, and 

pavings made. Businesses that have adopted electronic inven-- 

to^y control have pointed to inriny advantages, such as timely 

reports j valuable style and ndor analysis ^ lower inventories 

be^^aus^ of better sales tr^nd forecasting , better turnover of 

goods, and fewer clerical emp.^^^yees required for the reporting 

function- Current data regarding daily sales volume, inventory 

levels, stiles ratio figures and even profit and loss statement 

AMviews are available within hours. With the technolQglcal 

ndc^ticement projected in the ueKt ten years ^ more and more 

^•.:.ll busir^f ;i2S(^L3 wj il have accurate and currL'uC inf ormation 

irv = J ^ ble. 



:nf r.^^.m wtxon function 

WHAT IB INVOLVt^D H ir^^iuiag .'f go^.:;^ and services includes eight basic 

tunctions^ buying, selling, transporting, storing, grading, 
. Xok-taking, financing, and marketing information* Historical- 
ly, middlepersons have performed the transporting, storing, 
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risk-taking, and financiig functions. However ^ all of these 
tunctions must be performed by someone; none can be eliminated. 
The elimination of the middlepersons ^ therefore s does not 
eliminate their function. 

Channels of distribution provide the linkage through which 
producers ' products flow to the market . Cost of goods is directly 
related to the channel of distribution used. Therefore ^ how a 
firro's products will be distributed is one of the most important 
decisions an entrepreneur must make. < 

In determining which channel to use, the entrepreneur must 
consider the (1) nature of the product, (2) size and location 
of the market J (3) availability of suitable middlepersons , and i 
(4) producer's ability and determination to oversee all of the 
raarketlng responsibilities , 

Changes in market conditions and buyer attitudes necessitate 
periodic checks of distribution channels to be sure they are 
getting goods to prospective buyers in tha most ef fee Live way. 
If competitors change their distribution plans j the entrepreneur 
may have to adjust her or his plan. The entrepreneur must 
regularly reevaluate policies on market Ing channels for these 



reasons. , 
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\ Ghanne ls of Pis trib ut i^n^- Consumet ^ Goods 

ABE THERE DIFFERENT Producers of consumer goods have five main channal clujlrL^s, 

CHANNELS OF DIS- one involving direct-^ to-consumer distribution and four which 
TRIBUTION FOR make use of indiract distribution through one or more layers 

CONSUl^R GOODS? of various types of wholesala and retail middleparsons ^ 



Producers of Consumer Goods 



[Retail 



ers 



I Agents 



Merchant 
Wholeaalers 



Merchant 
Wholesalei's 



Retailers Retailers Retailers 



1 



Ultimate Consuiners (Consumer Mark e ^)_ 



Channels of Distribution - Indust rLal Oo'mI 
ARE THERE DIFFERENT Vrn\\\ ^'i of industrial goods have four main channel 



CHANNELS OF DIS- 
TRIBUTION FOR 
INDUSTRIAL 
GOODS? \ 

\ 



choiceSj one involving direct^to--industrial user dlstributiun 
and three that make use of indirect distribution through one 
or m6re layers of various types of wholesale rniddlepersons * 



Producers of Industrial Goods 



1 



Aeents 



Merchant 






Merchant 


Wholesa 


lers 






I^olesalers 






s 


^ s 





Agents 



Industrial Users (Industrial Market) 
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Modes of TranBDortation 



mAT ARE THE 
VARIOUS TYPES 
OF CARRIERS? 



Selecting distribution channels requires some knowledge 
of the various modes of transportation available. Selecting 
the best type of transportation to get the job done for the 
least cost is becoming more and more important due to increases 
in transportation costs. 

There are several types of motor carriers to choose from, 
A prodijcer or manufacturer needs to select the type of carrier 
that best suits his or her needs* Sometimes two carriers are 
needed. If this occurs, the first motor carrier has the right 
to select the second carrier i however , the custotner^s wishes 
are usually honored. 

Conmion_ carriers (trucks) can be hired by any shipper and 
are under the regulation of the Interstate Commerce Commission, 
They haul about one third of all motor freight . Common 
aarriers have to charge certain rates and must operate over 
certain established routes. 

Contract carriers can enter into special agreements with 
individual shippers and are not as restricted. They agree to 
move specified shipments for a specific period of time. They 
establish their own rates* 

P^r i vat e _c btvIb r s are company-downed trucks that haul 
company goods only. 

Air Freight^ is being used more and more today due to in- 
creases in motor freight charges and decreases in air 
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HOW IMPOETANT IS 
ADVERT ^SING/ 
PROMOTION' TO 
SMALL BUS- 
INESSES? 



freight charges, it is frequently used for quick delivery and 
smaller items. Unfortunately, size and weight rastrictiong 
often limit air freight shipments. 

Railroads have provided the vital links among the various 
channels of distribution for many years. Railroads are ex- 
tremely reliable. Piggyback carsj flatcars on which trailers 
can be loaded ^ have increased railroad efficiency. Container- 
ized shipments are often placed on piggyback car^ . 

Contalnerization involves uro r qiu, ial or portable con- 
tainers in which a producer can pack goods . This reduces 
packaging costs and losses due to theft and damage. The goods 
can travel great distances^ change directions, and never have 
to be taken from containers. A container can be removed from 
the flatcar and put on board a ship, taken halfway around the 
world, lifted from the ship, deposited on another rciilroad 
flatcar j and further transported. The goods remain packed as 
the original producer placed them. 



The primary purpose of advertising and sales promotion is 
to presell ' goods and services to customers. Advertising is a ^ 
paid nonpersonal message by an Identified sponsor* Advertising 
converts purchasing power into actual sales. Billions of 
dollars are spent on advertising each year. Sales promotion 
is any special effort a business takes to improve its sales 



PROMOTION FUNCTION 
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OBJECTIVES OF 
ADVERTISING? 



and to hold onto its customers* It focuses on customer in- 
terest. With so many products available today, sales promo-^ 
tion helps customers select a certain products 

The finest product or service is useless until it is in 
the customer's hands. Most people must \>u motivated to want 
something before they ivill buy it, and promotion is the mass 
motivater. Advertising and sales promotion are the strate-- 
gles that keep sales alive and a business profitable. They 
are becoming more and more important. Whether a business 
should use them is no longer the question. Now entrepreneurs 
should be asking "How much and what kind do I need?" Yet 
there /e many small business owners who haven't discovered 
advertising and sales promotion. 

Advertis^ing 

The two major objectives of advertising are to draw in 
new customers and to keep the old ones. In order to achieve 
these objectives, good advertisements must do what good sales- 
people do — ^they must follow the AIDA formula. This means that: 

1. The advertisement must get the Attention of the 
desired audience. 

2. Once the attention is attained, interest must be 
held. 

3. In holding interest, the advertisement must create a 
D^esire for whatever is being advertised. 



105 



ERiC 



Part III, Unit D 
Marketing Management 



ARE THERE ANY 
TECHNIQUES TO 
PREPARING 
WRITTEN 

ADVERTISEMENTS? 



4* Once attention, interest, and desire have heun 

attained, the advertisement must induce the cuscomer 
to Act^^actually buying what is advertised. 

However^ advertising is not a cure--all* There are a num- 
ber of things advertising cannot do, 

1* It cannot make a business prosper if that business 
offers only a poor product or" an inferior kind of 
service , 

2, It cannot lead to sales if the prospects it brings 
in are Ignored or poorly treated. 

3, It cannot create traffic overnight , or increase 
sales with a single ad, 

4, It will not build confidence In the business if it 
Is untruthful or misleading. 

W ritten Advertisements 

Small businesses commonly use written advertisements. 
Small businesses use the local daily and weekly newBpapers, 
magazines, and direct mailing more often than TV and outdoor 
advertising. Preparing a written advertisement involves pre^ 
paring four major elementsi headline, illustration, copy, and 
logotype. 

The headline must attract attention, arouse interest ^ ad 
motivate the reader to read the copy. It must be directed 
right at the reader. The more effective headlines usually ask 



106 




EKLC 



Part III, Unit D 
Harketing ManageraenC 



WHAT ABOUT USING 
THE SERVICES OF 
AN ADVERTISim 
AGENCY? 



a question I state a major selling pointy or make a suggestion 
or statement about the major benefit of the product. 

The old adage "a pictura is worth a thousand words" is 
true of an 1 1 lus t ra 1 1 on that appeals to human interest . An 
attention getting illustration will sell goods faster. People 
are more impressed by what they see than by what they read. 
Sometimes the illuburation is used to direct the reader's eye 
to a particular point • 

Writing copy is a true art. Copy £ 'Mould be written in 
language that is readily understood. The reader must leal the 
advertisement is speaking directly to him or her. The copy 
should contain all pertinent facts regarding the product ^ such 
as the benefits 4 sizes, styles, price ^ and any other informa-^ 
tion that will help the customer make a decision to buy. 

The logotype is the identifying mark of the business. It 
can be an emblem, a trademark , Initials j or symboL. It should 
make the customer recognize which business is doing the 
advertising. 

Using Advertising Agencies 

The decision to use an advertising agency should be given 
careful consideration* The decision should be based on whether 
or not you feel they can do a more effective and efficient job 
than you could. If you decide to use an advertising agency, 
be sure to select an agency chat 1) refrains from maintaining 
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two accounts where products are in direct competition, 2) abs- 
tains permission from the advertiser before committing Uie firm 
to any axpenditures , and 3) communicates the exact dollar 
amount of all cash discounts granted by media to the advertiser, 
ii ndvertising dollars are to produce the maximum possible im- 
pact on sales and profits, than all the parts of the program 
must be skillfully implemented, regardless of ^ho prepares 
the ads. 

Most advertising agencies are paid on commission. These 
agencies receive the bulk of their compensation from advertis- 
ing media rather than from advertisers. Advertising agencies 
pay for space and time used on behalf of advertisers at the 
"card rate'* less a certain discount, usually 15%, and bill 
them at the card rate. Advertising agencies are similar to 
management consulting and market research firms, except in the 
way they receive compensation. 

The Promotional Mix 

MAT IS THE Determining thfe proper "mix" of advertising, sales promo^ 

PROMOTIONAL tion, and personal selling is one of the fundamental tasks for 

MIX? successful marketing. If the entrepreneur decides Co rely oh 

personal selling, advertising should be used primarily as a 
means of making a salesperson's selling efforts more effective. 
For example, advertising may be used to make dealers more 
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receptive to the sales presentation ^ or lo t^ll part of the! 
selling Uiessage, thus saying much of the sa lespGrson ' s t:lma. 
The opposite situation is true when nianagement decidt'S to rul 
mainly on advertising* here, advertising dens the preHuiling, 
and order-taking becomes the salesperHtMi' s chief fuiu tiun. 
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PREPARATION/ADAPiATION ACTIVITIES 

Are you abJy to apply these marketing prin--iplef^ your 
business aspiratiDns? Are you now familiar with tihc- various 
marketing strategies? Thu following activities should hulp 
you check your knnwlndge abouf Tnarketing actlvftleH, 

ASSESSMENT ONE 

INVENTORY CONTROL QUESTIONNAIRES 
The Small Business Administration (SBA) has devel nnoH n 
checklist of questions concerning merchandise and inventory 
conttol for retailers ^ manufacturers, cind servica firms. 

1. Scan all questionnaires , and answer the one that applies 
to the field you wish to enter. 

2. Select the questionnaire appropriate for the kind of 
business you hope to open. Contact at least two entrepre- 
neurs in your area and ask 'hem to complete the question- 
naire. Compare thnir answers. Were there differences? 

If so, why? Prepare a two page paper summarizing the 
results of "our survey. 
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Yes i^o 



_ Have yoii jj\r->i:::^': i^'^'ir 

- Dc yoh hj^^.: ..^cT-j.-^ 

__ Withui ^d'-jh .^jh :u::..h.. t.y: , A yj^i ^ - 
a model a ^ouk pZan jbr k^// / .dmd s 
seai30>i til oid-rv tc nifnt/dn z ballon-- 
breadth ayid d^pt'i o:^ the aaeortnieyite? 

__ _ For 8tarde an.! - p--: : e:-— , !r y-e r-- ■ '^^'^ 
a aheakUBt (n^sver-out Hut) whiah you 
frequ€7itiy ahoeh against the a^ytual ei-uhe'^-- 
nmnt on hand? 

Do you have a imit aonti'^ol ^yatem for noJi- 
^ staple Unoa that ehows best setleys and alnu^ 

sellers daily and weekly? 

Do you nake aevtatn theh best nell^ere n^'^ 
^ reopdered pvomptly and in suJYiaiant eol^i/ne 
and that gLow nellers are proaesse i ewidily 
for aleapmae? 

WJwn you ao to monket or pLaae ordei's at 
honie for seasonal merahandise, do you use a 
written buyiny rlan to guide your seleotLon? 

Do you use a i'':'ldd)l^^ sysren fof^ J^/ i^e^niuiiny 
and aontroiling a slow-selling stock? 

Do you keev separate, i}i reaords and in atoak^ 
~^ ~ those goods whiah do not belong to the stO'-^e, 
suah as a auatapiei^'s oum goods an i goods on 
aonsigmnent? 

Do you have adeguate safeguards against tneft^ 
breakage i soiling^ and fading? 
( Manageme nt- Audit for Sma 11^ Retailers , 1971, pp^ 17-20) 
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For Manuf accurers 



with v&BPBOt to t'u: IC'i^iH^'- '/ij,^^; 

__ woi^k in pvaaai^s? 
fiyii^h^^: utnp''? 

Are peiTCtuai inv^}itovp v^^^j^n' i' :p 

phyBtaaL inVt^ntovic^ a:: Ic^r- "k^.^. ^ ; p^^ rp: 

Does a P'^dpoHBihi-: ^mploir^c apj'P'v'-s' alp:uj:- 
mfmts mad^ to pervrtaal i'L.::rL- b.ijt ! ur-'': 

^ . ^ - / V - ^ 

ATe all puraJiases made o>i purahaBC oihidVi'? 

Am vouahem prepai'ed far all pui'tmase arii 

e^eyiae items? 

4re iwuaheim far purahaBes a?iJ axp^nscc 
sxmninexi by you pi" a responsibue employ 
to asasrtain aomple tenasB of at^tai'h'hsti' n 
and vayHauB required approvals? 

Do you or a I'espwnBible mrplayee 2'tsaeive 
pBi^iodia r^eports as top 
U slaw-movihg itmrm? 

2. obsol&te items? 

3, ovei'staaks? 



Is mei'ahandise on kandj whiah is not yow 
propei^ty (austamer^s merahandis-^ , aonsinn- 
mmts^ and the like), physiaally s^arcaar-i 
and mder aaaountinp control? 
( Management Audi t for Manuf acturers , 1977, pp. 18=^19) 
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For Service Firniff 



^ Do you Deriodiaally r'POonc'iU'' vh: y.-riu:I 

inveyitoru with acjount' my :U-^jop :j . 

y^'- Li rlLiiU J s'r.^UivJLjy u j ,1 Uj.:r[: U- 

Oil :'ertahi esaanttai items? 

If you rnaintain parts staaks or sirnlar 

it'.m neaessary fai^ your sorvioes^ doos 
your inventory tumaver aompare favoiYihly 
wiT:h sirn^tny^ bus^^i^ssPF aB ^:^o^^i^-^''^ b^^ f"U 'h 
firms as Dim ayid BruUBtreet? 

Have you2' oost of aupplios romaincl a 

relatively amwtcznt prcyportion of sales? 

If you maintain an imwntory^ da you know 
by what mmns your inventoinf is valued? 

I. FIFO fFirst-inj, First Out) 

S. LIFO (Last-in, Last Out) 

3. Speaifia identifiaation 

4. Average aost 

Do you knoh) w?iat it ooBtB to pi4rahas3j pro- 
cess^ handle^ a^id stoak the pi'oduat or nro- 
ducts usi^d in youi^ serviaes . 
( Management Audit for Small Service Firms , 1976, pp, 30^32) 



ASSESSMENT TWO 

1, iJiscuss in detail the implications that technological 
advancement such as electronic equipment: ^ire having on 
inventory control. 
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2, Contacc two busineiss owvujrs Located in your cammunity who 
operate the cype of business you hope to own, Ayk llwm how 
they price the product/services they sell. 

3. Create a complate three-month advertising plan for tho 
business you plan to operate. Identify the media yuu will 
use, write the advertisements, and develop an advercLsing 
budget . 

PQSTASSESSMENT 

1. Discuss two primary methods for collecting research data. 

2. Discuss the various inventory control systems which can bu 
used by small businesses. 

3. Explain the marketing concept. What does it include? 
How did it begin? 

4. Describe what is meant by "product life cycles." Of what 
Importance is this information to the small business owner? 

5. Do retailers, manufacturers, service firms and wholesalers 
set their prices differently? Explain in detail. 

Compare your answers to your responses to the preassess- 
Tnent. You may want to check your postassessment answers with 
your instructor. 
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SELh-EVALUATION 

How^well did you know the information nt-eded to do ciie 
activicies? 

( ) ^ Very well 

( ) Fairly wt: J L 

( ) A little 
Be honest with yourself. If you f^^^^l vl- don't know 
the material well enoii^h, it Tnight be holpful to review this 
section before going on. 
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FILMS 



All films are available for purchasti or ru^ntal from Sale^ 
Branch, National Audiovisual Center— General Services Adminls= 
tration, Washington, D.C. 20406. Phone (301) 763-1S54. 

EXPOSURE LEVEL 

"Marketing for Profit" (18 min. 10 sec, sd . , color, lo mm) 

DramatiEes the importance and relationship < '~ markening 
to the total business plan and the firm's profit goal. Identi=^ 
fic3 fiva vital clemonts of markc::lr:g: product:, pl.i.:^-, pricw, 
peopJ.e, and pr'^motion. C:oordinating and directing thesG . lements 
is the marketing plan. Each of the elements of the plan are 
discussed and illustrated* 

"The Advertising Question" (13 min. 50 sec, sd . , color, 16 mm) 

The values and techniques of advertising are developed in a 
discussion batween the two main characters. Some advertising in 
business examples are shown to emphasise pertinent points. 

^'Opportunities Unlimited" (15 min.) 

The main character tells the story of his success in export- 
ing barbecue equipment* He also explains the various kinds of 
help available from the Small Business Adm.inis tration and the 
U.S. Department of Conmierce'in getting inro the export market. 

"Help at Hand" (20 min,) 

Through narration and dramatization of the experiences of 
three small manufacturers, this film explains the Small Business 
Administration " s procurement assistance program* 

EXP LORATION LEVEL 

•'A Step in the Right Direction" (12 min. 18 sec*) 

Through discussions between two retail competitors and 
flashbacks of their problems and accomplishments in developing 
successful control procedures, the film dramatizes the importance 
of merchandise control in retail s tores and illustrates some 
effective control systems and techniques. 
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''The Calendar Game" (13 1/2 min,, sd., color, lb mm) 

Emphasizes the need for advertising, planning, and bud= 
gating by small retail and service bneinpsSFS. Discusses 
various promotion methods which reach, at specific times, 
willing customers and explains the methods of choosing media 
and diracting advertising. The two main characters toucli 
upon budgetings timing, choice of media, and plans for 
specific promotions. 

'^The Seventh Chair" (12 inin., sd., c^lrr, 1^ n:m) 

The film opens in a conference rDom with small business 
owners representing various types of enterprises and a moderator. 
Each business person discusses his or her credit and collection 
problems ♦ 

"Buying and Selling in International Markets" (11 min.) 

A film produced by Pan American World Airways to illustrate, 
through successful cases, how its World Wide Marketing Service 
helps business persons get into the export market. 

"The Follow-Up" (13 min;, sd. , color, 16 mm) 

Illustrates the value of following up on advertisements 
and promotions. Discussion between the two main AaracterSs 
in addition to a follow-up of a radio commercial, soliciting 
customers' reactions to store layouts and point-of-sale ads, 
and getting business, associates' opinions of ads j bring out 
many of the factors to consider in advertising/sales promo- 
tion follow-up. 

"Variations on a Theme" (13 1/4 min,, sd,, color, 16 mm) 

Emphasizes the important steps in planning a sales ev^nt. 
Conflict occurs due to an anniversary sale in a ready-to--wear 
shop. The proprietor points out many of the factors involved 
in proinoting and implementing a successful sales event. Sub-^ 
sequent meetings with all store personnel resolve the conflict 
and illustrate the step^by-step praparations for the sale. 
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PACE 

A Program for 
Acquiring Competence 
in Entrepreneurship 



RESEARCH AND DEVELOPMENT SERIES NO. 194 C-4 

Instructor's Guide 

Part in 

Being An EntreprenPiM' 
Unit D 

Marketing Management 




THE NATIONAL CENTER 
FOR RESEARCH IN VOCATIONAL EDUCATION 

T«E OHtt STATE UNn/ERSnnf 



USING THE INSTRUCTOR'S GUIDE 



Thi Initructor'i Guide contains the following: 

• Teaching/Lfarning Objtctivei (identical to the Teaching/ 
Learning Objectivei found in the PACE unit) 

• Teaching/Learning Delfvery Suggestions 

• Pre/poitaisessment Suggsstid Reiponses 



This information is gearid towards the three levels of learning, and is designed 
for use as a supplemental teaching aid. Additional instructioni for using PACE, 
sources of information, and an annotated glossary can be found in the PACE 
Resource Guide, 
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PRi/POSTASSESSMENT 
SUQQESTiD RiSF 



EXPOSURE 

1. Bisically, mirketing Is the ptrformanci of businesi activltiii that direct thi flow of goods 
and strviees from produceri to consumir or user. Marketing activities include (a) mirkut 
resaarch, (b) produot planning, (c) pricing, (d) selling on credit, (e) purchasing, (f) stock 
keeping and inventory control, (g) selecting channels of distribution^ and (h) ^dvertiiing 
and sales promotion. 

2. R^ponsis should describe three of the activities I isted in response to No« 1. 

3. Responses should be discussions of the pervasiveness of marketing activities, 

4. A business's image is how the firm is pictured by customers and competitors. It is the 
firm's idintity. How vital a firm's in^ge is to its success depends on tha nature of the 
product, the firm's location, competition, and financial condition. However, responses 
should indicate awareness of the Importance of the firm's image regardless of the type of 

' business (ev|n a small manuf^turer has an effect on the community), and should be 
geared according to the indlviduars planned venture. 



EXPLORATION 

1. Steps for conducting market research include (a)j /'antlfying the problem, (b) planning 
research, (c) gatfiiring facts, {djjnjerpretrng faets, (e) choosing a solution, 

2. Channels of distribution are (a) consumer goods: producer ^ agenti wholesaler ^ retailer 
ultimato consumer, (b) industrial goods: producer agents ^ industrial distributors (deale 
industrial user. Industrial channels depend upon more uniform buying patterns for similar 

' prodijcts than do consumer channels. Classification of Industrial goods is also Um mmplex. 

3. The following factors should be considered when pricing a product or services (*is) cost 

of goods, (b) profit, (ej busine^ environment, (d) competition, (e) the product ur iervicep 
and (f) the credit function. 
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4. Responses should indieata that pricing involves weighing many factors. The ideal price 
is high enough to produce miximum profits but low enough to attract the highest 
number of buyers, 

5. Advertising is a promotion strategy designed to inform potential buyers of a product 
or sarvica through nonpereonal communication media. SbIbs promotion iciivitiei are 
inaentives to buy products. They do not include personal ielllng and advertising. Sales 
promotion ttchniques Include cents off coupons, demonstrations, trading stamps, 
pointofpurchase displays, samples, premiums, and contests and sweepstakes* Advertising 
methods include newspaper display ads, radio and television ads, direct mail, transit 
advertising, and outdoor advertising. 



PRfPARATiON/ADAPTATION 

1, Data gathering methods include the interview method, the observation method, and the 
Simple Rjrvey method. 

2, For rttaiiers, Inventory control is aimid at maintaining Inventory le'/els that are 
economically justifiable and providing merchandise when customers want it. For 
manufacturers, it Is aimed at maintaining production schedules with a minimum 
investment 

3, According to the marketing concept, a business should try to satisfy customer needs by 
performing a coordinated set of activities designed to achieve this goal. Produati are 
ehanged and modified to keep in touch with customer wants and needs. The concept, 
formulated in the 19B0s, influences all phases of production. 

4, Most products have life cycles--they are introduced, eMperience growth periods, peak at 
market saturation, and decline. Intrepreneurs who understand this prociss know when 
to introduce new, modify current, and eliminate old products, 

5, Retailers set prices based on the wholesaler's or manufacturer's suggestions. In manu- 
^turlng, the cost of production is the basis for pricing. Service firms usually base prices 
on ^n hourly fee. 
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TEACHINQ/LiARNfNG OBJECTIVES 



Upon coiripidlion sf tKIl IfVil of instruction you should be able to: 



Defint mirketing and discuss its signifiaanoe to small business, 
identify three marketing functions and discuss their importance 
to ^mall businesi. 

Deicribe thasi marketing functions from the viewpoint of small 
business: 

a. Market research 
Product planning 

c. Pricing 

d. Credit 

e. Purchasing 

f . Inventory control 

g. Distribution 

h. Sales prornotion. 

Define the term "marketing mix/' 

Discuss what is meant by product line diverslfLcation. 



1, Discuss the factors to consider when purchasing business supplies 
and equipment, 

2, Describe the costs associated with inventorlei. 

3, Diicuss the elements that affect pricing practices in small businesses, 

4, Idantify and dlsuss the steps used in conducting market research. 

5, Describe various channels of distribution and how each channel may 
affect the cost of a product. , 

6, Describe the importance of extending credit to customers, 

7, Idantify and discuss briefly at least three advertiiing and sales pro^ 
motion media. 



1. Name and discuss at least two methods for determining customer 
wants. 

2. Define product life cycles. 

3. Describe different inventory control systemi used by retailers, 
wholesalers, manufacturers, and service buiinesses. 

4. Discuss pricing methods used by retailers, wholesalers, manufacture 
ers^ and service businesses. 

5. List and discuss at least two primary methods for collecting research 
data. 

6. Diicribe the factors that Influence the selection of channels of dlstri^ 
but ion. 

7. Identify the variety of modes of transportation available for distri^ 
butlon of miterials and products. 

S. Describe the major elements of a written advertisement. 



TEACHINC 



A variety of diff ere 
used.JTo help you i 
these suggestions ai 



1 . Collect a set of i 
ferent stores for 

2. Arrange for a m 
with the group a 

3. invite a local per 
discuss marketin 



1, Invite a staff mei 
various types of 
vantages of each, 

2. Have the group v 

3. Have a small buii 
customer's needs 

4, Have the groqp a 
ation. 



Organize h panel i 
service firm owne 
marketing strateg 
Invite a member c 
merce to explain 
economy of the c 
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The PACt; series consists of these parts and imits. 



P^T Is GETTING RE^Y TO BECOTIE M ENTREPRENEUR 
Unit Ai Nature of Small Business 
Unit Bi Are You m Entrepreneur? 
Unit Ci How to Succeed How to Fall 

PART III BECOMING AN EITRIPMINEUR 

Unit Ai . Be ve loping the Business PIm 

Unit Bi vniere to locate the Business 

Unit C* Legal Issues and Small Business 

Unit D: Govermnent Regulations and Small Business 

Unit Er Choosing the ^pe of Ownership 

Unit F: How to Finwee the Business 

Unit Qi Resourees for Managerial ^slstance 



Unit B: Finmcial Hmagement 

Unit C: Keeping the Business Reeords 

Unit Di Marketing Management 

Unit E: Suecessful Selling 

Unit ft ^tanaging Human Resources 

Unit Gi Community Relations 

Unit Hs Buslnesa Protection 
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Unit A; 



Hanaglng the Business, 



RESOURCE GUIDE 




